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Q: How many years did you work with the U. S, Foreign Assistance Program?

SHAKOW: How many yearswasit? It was 19 years, including five years with the Peace Corps and 14
yearswith AID, so, | guess technicaly only 14 isthe right answer.

Q: Andyou left AID what year?
SHAKOW: 1981.
Q: | see. And that’swhen you moved to the Bank?

SHAKOW: | came to the World Bank in 1981. |I’ve actudly been at the World Bank longer than | was
a AID. Hard toimagine.

Early yearsand education

Q: Right. Well, let’ sstart out with a bit about your early yearsand background. Wheredid you grow
up and where did you go to school ?

SHAKOW: Wadl, | wasbornin Boston, Massachusettsin 1937, and was brought up on the grounds of the
State Mentd Hospital in Worcester, Massachusetts, where my father wasapsychologist. I’ ve aways been
able to say that explains any aberrationsin my behavior! Welived in Massachusetts for thefirgt eight or nine
yearsof my life, then we moved to Chicago and spent another eight yearsthere before moving to Washington
in1954. At that time | went to the Universty of Chicago Lab School, and then the first two years of the
College after the tenth grade — thelast grade at thelab school. So | had awonderful education in Chicago.
Then we moved to Washington and | went to Swarthmore College at that point, and spent four very
enjoyable years at Swarthmore.

Q: What was your major?



SHAKOW: | mgoredin History with minorsin Political Scienceand Literature. But | decided that | wanted
to see theworld, and the easiest way for someone who was not very good at French was to go to London.
| went to the London School of Economics and decided there to do research on the links between U.S.
foreign policy and economic development.

Q: Why thismove to go overseas? Why did you want to do that?

SHAKOW: Just because | hadn’t been overseas and wanted to seealittle bit more of theworld. My sister
married a Britisher and had gone to England in 1952. Shewasin London at that time, and that was another
incentive. It was not quite so common in those days for young people to have seen much of the world, and
sgnce | missed out on the army; this was an opportunity.

Q: Did you have any professors who were particularly influential ?

SHAKOW: Oh, there were a lot of terrific professors at Swarthmore, but | don’t think any of them
particularly led me in the direction of economic development. Certainly there was a worldly sense about
some of these people. Claire Wilcox was awonderful economist and teacher, and there were others who
wereterificin history. | remember taking aseminar on the British Empire, which focused on British colonid
rulein Africa. The seminar program a Swarthmorein thefind two yearswas agreat opportunity to explore
iSSues.

A doctoral program and thesison
U.S. Foreign Assistanceto Indonesia - 1958 -1962

| think | just kind of fdl into some of these things. My family was not particularly oriented towards
internationd affairs, but it did seem that there was abig world out there and that maybe | ought to learn more
about it. So, at thelast moment the London School of Economics seemed like agood placeto go. | started
there working on a Master’s Degree, which is the way you sart at LSE. At the end of that first year, |
decided to gofor aPh.D., and was accepted in that program. It was avery kind of mature setting in London.
Most of my friends moved on to graduate schoal in the United States, which returned them to large lecture
coursss. | immediady fdl into, a L SE, rather smdl classes, and they were quiteinternationa, at least to some
extent. For example, | went to an economic development course taught by David Knox, who | think you
know well. Helater becamethe Vice Presdent for Africaof the World Bank; he was very knowledgeable,
and, | guess, was at one time in charge of Projects at the Bank as well. He was my first professor of
economic development. | admit | was abit put off when | went to my first internationa relations seminar a
L SE and found that about 19 out of the 20 people there were from either the United States or Canada. But
in the David Knox seminar there were, | think, about 30 people and dmost as many countries were
represented.

London was awonderful place to meet people of al nationdities. Some of my closest friends were Indians
and people from other parts of the world, including severa from Indonesa | decided at the end of that first



year | would work onanissuethat brought together United Statesforeign policy and devel opment issues—
that subject wasthe U.S. foreign aid program. And so | began reading and determined that what | needed
to do. Just like most Ph.D. students taking on a grand subject, this was a comparative sudy of foreign ad
and itsimpact on five countries: India, Ceylon aswe cdled Sri Lankain those days, Burma, Thailand, and
Indonesa

Q: What year wasthis?

SHAKOW: In 19591 began looking at this subject specificaly. | had awonderful professor and tutor named
Martin Wight, who later went on to help found Sussex University. He and Hugh Tinker, a professor at the
School of Orienta and African studies, ultimately became my supervisors for this dissertation. It soon
became quite clear that to know the proper role of foreign aid in a country, you redlly needed to know the
country like the back of your hand; to do a comparison of five different countries was ridiculous. So |
gradudly began to reduce the number of these countries. | dropped Indiabecause everybody in London was
sudying India, and s0 it seemed especidly futile to be concentrating on that area given its Sze and
ggnificance. Inthe casesof both Ceylon and Burma, there were peculiarities that made the story of U.S.
foreign aid a bit unusual. In both cases there were expropriation issues that ended the aid program, for
reasons that had nothing to do with substantive issues of foreign ad. Thailand, interesting though it would
have been, was an aberration asit had never been colonized, and so it seemed too atypica. Sotherel was,
looking a a map; Indonesia was far away and very big and very important, but aso very understudied.
Particularly in London, there was nobody who knew anything about Indonesia, which was another advantage!
If you're doing a Ph.D., you dways want to find a subject that nobody knows much abott.

Q: Right.

SHAKOW: So, | decided that that was what | was going to do was to concentrate on Indonesia. For the
next months, in addition to beginning to learn Indonesian by studying Mday at the School of Oriental and
African Studies, and reading a lot, doing research at Chatham House (the Royd Indtitute for Internationa
Affars) — especialy looking at press clippings collected there over the years, | did preparatory work for
avigt to Indonesa

Q: You narrowed it down to one country?

SHAKOW: | narrowed it down to Indonesia. To understand the proper place of foreign aid in a country,
you need to know the country very well. So sudying the U.S. aid program and its history, and aso trying to
get closer to Indonesiag, | traveled to Holland severd timesto look through materia there, where of course
there is much more about Indonesia. | did, at the very end of 1959, go to Indonesia. | arrived there, without
any clear plans asto how | was going to survive, but | was tired of waiting to find outsde funds to get me
there so | managed to go out on my own. | then received a scholarship there from a foundation, an
Indonesian foundation whose resources came from an Indonesian nationd lottery. Its foundation provided
some graduate students with grants.



There were two other Americans studying there a the time, one a scholar who was supported by the Ford
Foundation, and the other - Dennis Brennen - who later became an officer of AID aso had agrant from the
same foundation Sisva Lokantara. And at that point, at the beginning of 1960, most foreignershed | eft the
country. TheDutch left because of the deterioration in Indonesian relations with the Netherlands over West
Irian. My scholarship provided enough money for me to rent a room with an Indonesian family and to buy
aused bicycle. The foundation aso gave me enough materia so that | could get acouple of pairs of khaki
trousers made as well and a couple of short-deeved white shirts; | had enough money left over each month
to get a haircut. That was how | got started doing my research on foreign aid in Indonesia, which ended up
being a dissertation that covered the period from 1950 to 1961. | ended up doing a lot of research in
Indonesian, both in talking to people and through the use of the libraries and press clippings and other
resources a the Ministry of Information. So, that was my dissertation on U.S. foreign ad in Indonesia

Q: Wasthere, in a nutshell, any particular theme or main message?

SHAKOW: | dso did ashort introductory chapter that dedt with the unique role played by an American
entrepreneur, Matthew Fox, who had been in the movie business but became very enamored of Indonesia
in the period between 1945 and 1949. He was not of the Fox movie people but other movie people, and
he thought himself to be the savior of Indonesa. Many Indonesian leaders at that time were supported by
private monies brought together in an effort to strengthen the role of Indonesia, both & the United Nations
and dsawhere; some interesting stories came from that. But between 1950 and 1961, there were a lot of
upsand downsin Indonesid srelationship not just with the United States, but with the Russansaswel. One
of thethemesthat goes through thisreport isthe interesting role of aid from communist countries. One of my
best sources was Russian who was introduced to me by amutud Indonesian friend. Thisfelow’ snamewas
Aleksander Ushakow, spdled the same way as my name, but with aU in the front of it. Coincidentaly, he
was aso doing adissertation on therole of aid in Indonesia, in his case of Russian ad. He was doingit for
the Moscow School of Economics, while | was doing mine for the London School of Economics.

Q: | see

SHAKOW: But the great advantage was that he was working for the Soviet Technical Assstance Team.
Every week he would come and pick me up, and his wife, who spoke no Indonesian or English, but was a
wonderful cook and hostess, would cook excellent meals. While her husband and | had arguments about the
Hungarianuprising and therole of the Soviet Union and so on, each time knocking back shots of vodka, she
was cooking! When things got too hot and heavy onthe palitical subjects, we would shift to what hewould
describe as* our mutud scientific interest,” which was the Indonesian economy. Hewould congtantly tell me
how terrible it was and if the Indonesians would only do what was done in Russia, then everything would be
fine.

Q: Hewas very communist?

SHAKOW: Hewas, but he never tried to prosdytize me. It was just that, | think, he also found it fun to



have an outlet of thiskind. So we had many interesting conversations, and | learned alot about the Soviet
technica assstance and Soviet aid programs, which at that time were very large. (1 don’t think he learned
much fromme.) Thiswasthe time that Sukarno was looking to the communist bloc for help and assistance
in building of stadiaand big sted plants and everything ese. Just to describe the differencein the programs,
let’s contrast it with what happened in the U.S. ad program. When | got to Indonesia and started my
research in 1960, there were about 300 Americans working with abudget that was about 25 million dollars
ingze. AlID wasin every possible sector; it provided much support for participant training and that kind of
thing, which was probably the most important and useful program AID carried ouit.

Ten yearslater in 1970, and thistime | wasworking for AID -- we had a 300 milliondollar programwith
only 25 staff people, so it was a complete reversa during that period. Of course, the difference wasthat we
concentrated on technical assstance in the earlier period, with university programsin nearly dl fidds. By
1970, having been through that period at the end in the middle‘ 60s, when we closed down the AID program,
AID moved in much moreforcefully with balance of payments support and PL480 food aid, and so therewas
adifferent kind of program.

Q: We will come back to that, but at the London School was there a particular philosophy or view
about economic devel opment that they were teaching?

SHAKOW: No. Oneknew of Laski, and so on, but Laski was gone by thetimethat | got there. And so
it was not ideologicaly rooted at dl and basicaly for meit was an exposureto people like David Knox, and
others, who were very professond and very open. These were some quite conservative professors there,
aswdl as others. Theimage one has of LSE was drawn from the Fabians and Laski and so on, but | didn’t
get that senseat al by 1958. Some of the most important professors, | think, werein fact quite conservative.
When | went to Indonesa it was the firgt trip living broad other than in London; it was very much a tabula
rasa, and | had no prefixed ideas as to what was going on. So my dissertation isreally ahistory of the AID
programand of the comparisons with the other aid (Russan, etc.) and what was effective and what was not,
based on judgements of both the Indonesians and others. One thing aways struck me about the participant
training program, which, as| said before, was the most important AID activity. When | asked Indonesian
bosses of these trainees, “Are you going to make sure they get into a job at a higher leved to take full
advantage of these programsand dl that they’ velearned?’, the bosseswould often say they certainly couldn’t
give them a promotion or a separate job, as they’d dready had the specid benefit of being given an
opportunity to go abroad. Unliketoday, the exposure of Indonesiato the outside world was minimd, and the
amount of information they were able to obtain in Indonesia was limited. The Sukarno regime tended to be
quite hogtile to America and many other parts of the world, except for those Sukarno called his network —
North Vietnam, China, Russia. But when these AID traineeswent abroad, at the very least they came away
with avision that was so much more expanded. There was the excitement of seeing aworld that was very
different. | think that was probably the most memorable impact of the AID program.

Q: My impression isthat the numbers were quite large.



SHAKOW: | don't remember the numbers offhand, but thousands were sent abroad for training between
the early 1950s through 1965, when the program closed down.

Q: Inall fidds?

SHAKOW: Indl fidds University programs had been set up, particularly in medicine a the University of
Cdifornia; in agriculturewith the Univeraty of Kentucky; and engineering, | think that wasaso the University
of Kentucky, at Bandung Indtitute of Technology. Thesewerekey linksto American universities. Inaddition,
some people were just sent through regular programs and places in short-term courses el sawhere. Weaso
were doing much more, especidly asat that time Indonesiawasjust beginning to get exposed to these things.
The famous Berkeley “Mafia” on the economic side, were actually prepared by the Ford Foundation.

Q: | had theimpression that the Indonesians who went over seasretur ned home mor e than those from
other countries. Was that true? Why is that?

SHAKOW: That's absolutely right. AID often had big problems with many nationaities wanting to say in
the United States, most Indonesians went home. Lifein Indonesaisjug, in a sense, easier for people who
are not wedlthy. Indonesiais abeautiful, wonderful, fertile country; if you throw seeds out your back door
within a couple of daysyou have abig papayatree growing. There is something wonderful about that, plus
afarly strong family sysem. So, culturdly, I think it was important for people to go home. | don’'t know
that anybody can ever tell you exactly why that was, but it is certainly true that you did not get large numbers
daying. Even hereinthe World Bank now there arerdatively few Indonesans. Partly that is because many
of them, when they went abroad, returned home rather than staying. They didn’t get exposed to the same
kind of pressures.

Q: Well, was your thesis published? What happened?

SHAKOW: 1 left Indonesiaat the end of 1961, having written afirst draft and even a second draft, of the
dissertation. | knew that if | stayed on in Indonesia, and there were plenty of opportunities to do o, if |
wanted to, that | would never finish the dissertation. 1 knew too many peopleinthat Situation. So |l finished
the dissertation there, took it back with me to Washington, did some additiona work here on the AID
program and then went to London. In the summer of 1962, | finished it up and received my Ph.D.

Returned to Indonesia: Peace Cor ps Director - 1963

| returned from Indonesiain 1962 at about the time that Sargent Shriver, the Peace Corps Director agreed
with President Sukarno to open the Peace Corps program there. Thiswas seenin Indonesaasafavor from
President Sukarno to President Kennedy. It was in response to the favor Sukarno thought Kennedy had
provided by helping convince the Dutch to give up New Guines, or what is now West Irian, to Indonesia,
the onelast remaining portion of the Old Dutch East Indies. When that arrangement was settled by the Dutch
and Indonesians, under pressure from Presdent Kennedy, the Peace Corps was invited to come to



Indonesa So | came back and was the first staff member hired for the Peace Corps Indonesia program.

| spoke Indonesian. | knew the people who were the Indonesian counterparts for that program in the
Minigry of Foreign Affairs. So it wasanatural for me, and | was very excited to get that job. After severa
months in Washington, | went out early in 1963, to prepare the ground for the Peace Corps volunteers due
in April. Andin 1963 or 1964, to answer your specific question about the dissertation, the Japanese were
just beginning to make more serious efforts to work with Indonesa. They had enhanced their own gtaffing
and their embassy to look at development issues. One of the officials of the Japanese embassy, whom | met,
knew about my dissertation. He asked whether they could publishit. So the Japanese published it for their
own purposes, their own staff. They took it, retyped the whole thing and published it in alimited number of
copiesin English, andtrandated it aswell into Japanese. So, inthat form itsavailableon microfiche. | dways
thought 1 would revise the text and get onwith publishing it mysdf. Well, asyou can imagine, sarting work
for the Peace Corps and then going from Peace Corpsto AlD five years later, there was no chance to do
that. Soit ill Ststhere asa project for my retirement.

Q: Isthere a summary that we could use as an annex to this thing?
SHAKOW: I'll try to find one you can use.
Q: Good. You went out there with the Peace Corps in what position?

SHAKOW: | was Associate Peace Corps Director and opened the office in Indonesia. That was a very
exating, interesting time. The then Director of the AID Office for Indonesa, David Burgess, was selected
asthefirst Peace Corps Director for Indonesia. He came out alittle bit later than | did. But after about Six
months, because his wife becameill, he had to go home and so | then was Acting Director for quite awhile.
Then Shriver sent out another Director, a man who had been a Peace Corps Director in Latin America; he
was there for about aweek or two. Hethought thisprogram didn’t adequately resemblethe program heled
in Bolivia, and s0 he sent amessage to Shriver to the effect that “I really think this program ought to change,
and it ought to reflect these following characteristics — and if you don’'t agree with me, I'm not the right
person for thisjob.” Well, it turns out they didn’t agree in Washington that those changes should be made.
By then they decided it was alittle bit difficult to kegp sending out new Directors, o they made me Director
of the Indonesian Peace Corps program. So for two years, essentidly April 1963 to mid-1965, when we
closed the program because of the difficult political environment, most of that time | was ether Acting
Director or Director. That was probably the best job | ever had.

Q: Wnhat were the characteristics of the program during that time? What were you doing?

SHAKOW: Becausethiswasthetimewhen President Sukarno was engaged in confrontation with Maaysa,
ared gruggle againg what he consdered to be the colonid efforts of the British and others to impose their
will on Southeast Asa, it was a very sendtive time politically. We had been asked to send in, initidly, 200
univerdty professors but the decison was made it would be too senditive to put socia scientigts into the



univerdties. So, instead, we chose what we thought was going to bethe most gpolitical of subjects— sports
coaches and physical education teachers. We had 49 physical education teachers and coaches, and one
teacher of English. Infact, nonewere actudly apolitica. Soon after thefirst group, President Sukarno pulled
Indonesia out of the Olympics and started his own Games of the New Emerging Forces, the so called
GANEFO Games for the countries behind the Iron Curtain and €lsewhere. Peace Corps coaches and
teachers prepared the Indonesians for Games that were redlly a competitor to the Olympic games.

The 50" volunteer taught English a the Ministry of Foreign Affairs, our main link to the Government of
Indonesia. The Ministry staff needed to spesk better English. | wasaways pleased that the U.S. Congress
never discovered this, asit would look rather strange that we were helping the Indonesians to improve the
qudity of English used by Indonesain ther frequent criticisms of United States policy in Indonesia

The volunteers did awonderful job. They were spread out dl over the country. This provided me with a
good excuseto go traveling from one end of the country to the other, from Acheh at the north tip of Sumatra,
al the way over to Timor in the East and up to Menado, just south of the Philippines. The one placel redly
wanted to get to and never reached was New Guinea — now West Irian. But we had volunteers in
something like 22 of the 26 provinces. So there was alot of opportunity to see the country.

Q: Werethey well received?

SHAKOW: Extreordinarily well received. Not a sngle PCV went home early which, given the politica
circumstances, was very interesting — and probably ill a Peace Corpsrecord. On one occasion, | went
out to “ddiver” avolunteer to Kupang in West Timor, and arrived to avery cool reception. Normaly, alot
of people welcomed arriving Peace Corpsvolunteers. To makealong story short, it turned out that this part
of Indonesia, which isvery Chrigtian and quite anticommunist, Chapons and Shakow were part of the group
of Czech or other Eastern European coachesthat were then coming inlarge numbersto al partsof Indonesia.
The Timorese were upset that the Sports Ministry would send these people from Communist countries to
ther idand. When they found out about an hour later that we were Americans, everything changed and the
whole place opened up; | ended up speaking to thelocal Parliament in Indonesian aswdll asto mgor rdlies
in the sports stadium and elsewhere. So it turned out to be awonderful reception.

Wefindly had to pull dl Volunteersout inthe middle of 1965. Ambassador Ellsworth Bunker, who had been
Ambassador to Vietham, was sent as a specid emissary by Presdent Johnson to Indonesa to see if the
deteriorating relationship could be repaired. One decison made was to pull the volunteers out, Snce they
were usudly the only Americansin some of these isolated areas and hard to be protect. U.S. consulatesin
Medan in North Sumatraiin Surabaya on Java, the United States Information Agency libraries— these had
al been burned down or closed up by the protests. While our volunteers were protected by the Army and
by President Sukarno, but it was abit much to have Peace Corps vol unteers teaching basketba | to kidswith
bayonet- bearing soldiers standing by. So, we pulled them dl out very gradudly. Therewas no trouble and
every one of those volunteers left with awarm feding for Indonesian people.



One PCV, whom | thought would last the shortest period of time, as he came to Indonesia as a sort of
Cdifornia beach bum, was assigned to Semarang, in Centrad Java. He not only did a terrific job working
there with the community, but hefdl inlove with the beautiful Eurasian daughter of the Communist party chief
of Centrd Javal The youth groups from the Communist party tried to run him out of town, in part as they
were s0 upset he was seding away the beautiful daughter of their own leader. Signs al over town said
‘Crush the Peace Corps,” ‘Get Rid of the Peace Corps’, ‘Go Home Peace Corps, even one that said in
Indonesian‘ Beware of Bob'sSmile’. But he stayed, turned out to be aterrific PCV, and then after marrying
this woman, went on to adistinguished career in AID, working in Laos, Pakistan, Nepal, the Philippines and
Indonesia. His nameis Bob Dakan, and about ready to retire. One of their children, in fact, went into the
Peace Corpshersdf. It sagreat story. Sargent Shriver dwaysloved that story - Peace Corpstriumphsover
the Communist youth groupsin Indonesial

Q: How would you characterize the impact of the Peace Corps on the Indonesia?

SHAKOW: It was not in terms of economic development, and the issues with which we have long been
concerned; this program of teachers of physica education and sportsdid not have that kind of impact. There
were only 50 PCVsin acountry with a population of 120 million at that time. But | think the impact left by
these PCV Americans on the peopl e they worked with in those communitieswas high. They redly were often
the only Americans anywhere within hundreds or even thousands of miles.

| am il in touch with one former volunteer who isnow aVice Presdent of afishing company in Seettle. He
worked in Ambon— an idand in the eastern part of Indonesia. He dtill goes back there severa timesayear
and is close to the people there. He has arranged food shipments for the Ambonese and helped publish
books on Ambon’ s unique floraand fauna. So thereisalot of impact intermsof humaninterest. 1 wouldn't
Say it had lasting impact in other ways, but it was a very sgnificant influence on these 50 Americans, and
clearly on at least the people who came into contact with them. It had aterrific impact on me.

| found that experience to be, as | say, perhaps the best job I’ ve ever had because it involved very direct,
very close proximity with government officids, with people in the communities, with our own volunteers. |
was aso amember of the country team at the Embassy. When the politica officersin the Embassy were not
ableto trave, | was till going dl over the country.

Q: Did you feel the need or the pressure to keep at arm’s length from the Embassy?

SHAKOW: Yesand no. We were not a part of either the Embassy or AID in aforma sense and we had
our own officesin a separate location. But weaso kept in closed touch. Everybody knew | was part of the
embassy team, though, of course, | did not spend timewith the CIA gtation chief onthat kind of thing. It redly
was for me afascinating opportunity and | think having he Peace Corps there was aso very good for U.S.
interests. And as we were in the field there were not many overlaps with AID and at that time AID wasto
dowing down consderably because of the political pressures.



AID familieswere tarific in taking in volunteers in when they were visting Jekarta The PCVs were living
withIndonesian familiesdl over the country, and when they would cometo Jekartaor Medan or elsewhere,
they of course loved the idea of a shower and an American med. The Americans were just wonderful.
Maybe it was because we were such asmall group, but we didn’t have the kind of antagonism that occurred
insome other placeswhere the Peace Corpswas very supercilious about AID and the Embassy. Therewas
never any upset on the part of AID and Embassy staff toward the Peace Corps. We had a very close
relationship, but one in which each of us respected the others' integrity and independence.

Q: What was your sense of the AID program at that time? Or have you already described it?

SHAKOW: Wél, fortunately by thetime | got back there | had had alot of exposure to AID people and
their programs. But by the time of 1963 and’ 64, and particularly ’ 65, it wasavolatile political Stuation and
very difficult as Americanswere being attacked dl thetime. It was much harder for Indonesiansto associate
with Americans and in the government minigtries they didn’t quite know how to dedl with AID officids. So
it was much more difficult, and in 1965, the trend was towards closing out the AID mission.

Q: Wasthat a Washington decision?

SHAKOW: Oh, | think everybody concluded that it was just impossible to continue to work there at that
time.

Q: The Government was not being cooperative at all?

SHAKOW: It redly wasn't. There may have been opportunities here and there. But congdering that this
had been amgor U.S. AID program for many years it was just atragedy that it had to close down. But
politicaly it was very difficult.

After Sukarno and the coup attempt in 1965, gradudly Suharto cameinto take over from Sukarno, and there
was the beginning of awhole new approach. One of the reasons AID and State ins sted upon moving away
from having alarge number of saff and a smal technica assistance program wasthat it wasjust too difficult
to manage, and with so many people there you put U.S. interests at condderablerisk. Therewasabig shift
to adifferent kind of programin 1967.

Q: Well, we may touch on that again. But you left there when?

SHAKOW: | left inthe middleof 1965. Thevolunteersweremoved out to Thailand, afew to other places.
| came back to Washington and joined the staff of the Peace Corps, in my last year there, was Acting Head
of Volunteer training. Towards the end of 1967, | would have been with Peace Corpsfor five years. This
was about the timewe dl thought was appropriate, five yearsin and then out. It asowasthetimel decided
to get married and buy a home, and so it seemed that changing ajob about that time made sense, too. So
a the end of 1967, | agreed to come to work at AID. | left the Peace Corps just at the very end of
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December, 1967.
Joined USAID as an Office Director for Indonesia, Malaysia, Singapore - 1967

Q: Why did you decidetojoin AlD rather than go off to some other organization or nongover nmental
organization?

SHAKOW: Wéll, it wasanaturd course; | had done my dissertation on foreign aid and realy wasinterested
in economic development. The Peace Corps was awonderful primer for that in lots of waysand it seemed
like anatura progression. Moreover, when | was approached it was particularly attractive, because | was
being offered a job as head of the Indonesia program in Washington, and Indonesia was, of course, my
second home by now.

Q: In Washington?

SHAKOW: In Washington. That's right. | was being asked to come over as Director for Indonesia,
Maaysa, and Singapore Affairs. We didn’t do very much in the latter two places, S0 it was essentidly to
be Director of the Office of Indonesian Affairs. | smply jumped at this, asit was exactly the right opportunity
for me. At 30, | was il afarly young fellow, and it was a very exciting opportunity for me. So that’ swhy
| went to AID.

Q: How did you find AID? What were your impressions of the organization?

SHAKOW: AID wasquitecentra to U.S. palicy inthosedays. John Bullitt wasthe Ass stant Administrator.
| was brought into AID by John Bullitt, and | waskind of jumped over amuch more senior person who was
inthat job. This person was moved out of that job for reasons | never fully understood. So, here | was,
placed inthisjob as Office Director for Indonesia, and | didn’t know agreat ded about AID itsdf. That was
aso about the same time that Bob Neuter came in to be the Deputy Assstant Administrator, though | guess
Rud Poats was there when | first arrived. And they were both very helpful to this newcomer. | knew
Indonesia, and the people working on Indonesia. Therewasalot of collaboration at that time between AID
and the State Department — Bob Barnett, Frank Underhill, and Ed Magters, and others, many very fine
people. Wewere especidly worried about the Indonesian debt situation on which Bob Barnett played such
alarge role. This was aso about the beginning of the Intergovernmental Group on Indonesia (IGGI), the
Consultative Group on aid for Indonesia, which was chaired by the Dutch.

Q: Thiswas after Suharto came to power?
SHAKOW: Suharto came in, gradualy eased Sukarno out, during the period between the failed coup
attempt in 1965 and 1967. So by thetimel got into it, the aid an debt efforts were dready beginning. The

State Department, particularly led by Bob Barnett who was then a Deputy Assistant Secretary of State for
the Far East, was dready hard a work on the biggest problem Indonesia had, which wasthis gigantic debt.
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Until the debt was paid off, or some resolution was reached on how to handle the debt, there smply was not
any way that you could comeinwith large-scale assstance. Y et there was an interest onthe part of the U.S.
and itsdlies, to do what they could. The new government was certainly anti-Communigt, and very interested
in promoting good relations with the United States, Europe and Japan. So | found that very quickly people
were eager to help and Indonesawas in the center.

Q: You werereally there at the rebirth of the program.

SHAKOW: Yes. Therehad dready been some beginnings, but thefirst mgor activity wasthedebt. It was
afascinating, interesting exercise in which AID was important.

Q: Wereyou involved in the debt rescheduling work?

SHAKOW: Yes. One problem, the big difficulty, was that there was a big debt to the USSR aswell asto
other Eastern Europe countries. One of the great successes of Bob Barnett was that he managed to devise
an arangement, which a that time was very unusud, for along term rescheduling of Indonesia sdebt. And
he did it in such away that the Soviet Union had no choice but to go dong with it aswell, if they ever wanted
to get pad anything. So it was very unusud and path bresking.

Q: Thiswas a debt group operation?

SHAKOW: The basic work was done by the State Department, by Bob Barnett and Al Cizauskas, who
did most of the hard number work.

Q: But there were other donors?

SHAKQOW: Other creditorswereinvolved, of course. Thishad to be acomprehensive debt settlement, so
everybody had to be brought dong. So what Barnett did was to build this program and the kind of
arrangement the Indonesians could live with, and the creditors could live with. He arranged to have the
Western creditors meet together, and ultimately they became known as the Paris Club. A distinguished
German banker, Herman Abs, was chosen to help devise this proposed solution — and to convince the
Japanese and other key creditors to go along.

Q: It may not have existed then.

SHAKOW: Wadll, it was created around it. Thiswas the way in which the noncommunist creditors agreed,
and once they had that agreement in place, they were able to ded with the Soviet debt. Therewasdebt also
to Czechodovakia and other countries. These credits were made, not just for sadiaand for sted mills, but
therewasaso alot for military aid. Nobody quite knew how much of that therewas. The debt rescheduling
was the first thing. Once that was completed, then it was possible to talk about large-scae assistance
programs. In those days AID was a very large player, very active. | guess Vietnam was getting to be a
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program of great Sze and substance then, as well. AID was active dl over the world — Turkey, India,
Pakistan, and so on — AID programs and large food shipments, too.

Q: Wnhat was the kind of development strategy or economic strategy that you wer e putting forward
at that time, at the beginning?

SHAKOW: There had been incredible inflation in Indonesain the latter Sukarno period — thousands of
percent as compared to 1960, or to earlier periods. Thevaue of the rupiah was down to practically nothing.
And there was this enormous debt as well. So what was needed to start was amgjor stabilization program.
The World Bank, the IMF and USAID were the three key actors in dl this. The World Bank leader in
Indonesiawas Bernie Bell, alegend who had worked in Indonesiabeforefor the EXIM Bank. Inany case,
he became the Bank’ s Resident Representative in Jakarta in 1968 and had a direct line to McNamara, a
unique World Bank Stuation.

Q: Right. I gather the Indonesia initiative was rare in the World Bank’ s ways of operating.

SHAKOW: It was rare because nearly everything in the Bank was (until very recently) done from
Washington. But in Indonesia, there was abig team led by this very respected American economist, Bernie
Bdl, who had very close persond relationships with the key members of the Indonesian economic team.

These economists had been trained in the United States (mostly at Berkeley) and held the key economic

leadership positions in Indonesia under President Suharto. The group of World Bank people provided a
magor source of support for the Indonesian team on its planning. The IMF, led by Kema Siber, was crucid

in helping to bring under control the fiscd and monetary Stuation; and then AID, which also at that time had
money and talented staff in Jakarta, led by Stokes Tolbert, to contribute to this effort.

Q: What scale are you talking about?

SHAKOW: We aretaking initiadly of maybe $75 to 100 million from the U.S. In those days that was a
large amount, dmog dl in program ad - AID or PL480. By 1970, the number that sticksin my mindisa
$300 million program. What was needed was to get imports into the country, whether it was foodstuffs or
other things, and try to tamp down theinflation. Y ou had agroup of Indonesian economists prepared to do
al theright things. The Indonesian |eadership was remarkable, starting with the President and working down
through these key economic advisors, Widjoyo, or Ali Wardhana, Emil Sdim Sadli, many others. Theseare
the so-called Berkeley Mafia, and it was their program. They took ownership of it. Wetak alot these days
about ownership. In the case of Indonesia, | never once heard thisteam say “We don't want to do this, but
we have to because the IMF and the World Bank tell usto doit.” Thiswas a pogtion that al too many
countries, it ssems to me, have taken over the years. But not Indonesia during the period | worked onit.

Q: How did it happen? Were these people trained by AID in earlier years?
SHAKOW: No. While many good people had been trained as AID participants, this group had been sent
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by the Ford Foundation to Berkeley. They had sensibly developed close relationships with the military
leadership during the early 1960s, and so when Suharto took over this made possible the very important
relationship which lasted until very recently. During the early ‘ 60s, thisgroup of economigtsat the University
of Indonesia Faculty of Economics redized that at some point Sukarno would go; that the military was very
powerful and important in Indonesia; and that it was important to build dliances with the military. Sukarno
had no interest in economicséat dl. Hewasavery accomplished public spesker with very impressive politica
skills, but he cared little about economic issues. That's why my Russian friend and | were dways taking
about the one“mutud scientificinterest,” how terrible the Indonesian economy was. But thisBerkdley Mafia
worked with the Indonesian military, and spent alot of time preparing them for responsibilitiesthat would far
transcend the military.

Q: The Harvard Group was not involved?

SHAKOW: Yes, it was. It camein 1968 to advise Widjoyo's BAPPENAS, the planning agency, funded

by the Ford Foundation. There was dso some AID support. It became an important additiona source of

strengthfor the Indonesians. | recall that distinguished Harvard-supported economists such as Peter Timmer,

Waly Falcon, and Leon Meerswere very active— three very knowledgeable people who have written quite
alot and had worked in Indonesiabefore. | went out to be the temporary Director in Indonesiafor Six weeks
in 1968 to fill in when the Mission Director in that period, Richard Cashin for home leave. During thet time,

| negotiated with the Indonesians a PL480 Title | agreement. | was surprised to find Sitting across the table
fromme one Indonesian and a couple of the Harvard professors. | thought “Hmm — we re paying for them
to negotiate with ug.” Anyway, the theory was that such assistance was helpful to the overdl negotiations,

| think that was true. The rdationship among the Bank, IMF and AID was just superb. Initidly, Stokes
Tolbert was the AID Director. He was a very good economist on leave from the World Bank — he later

returned to the Bank. Stokes was a part of this key group which provided the Indonesian team vauable

advice. For Widjoyo and the other leaders of the Indonesian economy to be able to discuss views with
people like Kama Sber, the Turkish IMF representative and Bernie Bell and Stokes Tolbert, was a
wonderful asset for them, let done whatever was provided in way of materid support. They formed very
strong bonds and rel ationshipsthat |asted long after these peopleleft Indonesa. Butit wasavery crucid time
inAID, and Indonesawas one of themost important A1D missonsin thosedays, very specid for the World

Bank and IMF as wdll.

Q: You've said that most of the AID program was, of course, program aid. Were we involved in
setting conditions and other requirements?

SHAKOW: Undoubtedly there were conditions. But with the help of the Fund, the Bank and AID, the
Indonesians, the Indonesians put on the table a very strong and good program. It received full political
support from Suharto. The main gods were fairly smple at the beginning: cut back on inflation, baance the
budget, and make it possible for Indonesians to begin investing in development again. Gradually what
happened over time was that larger portions of the tota budget became invested in development activities,
which in the beginning they couldn’t do at al. But they graduadly protected the devel opment budget, which

14



wasinitidly heavily supported by foreign aid. They had avery rigorous program, which madeit easy for AID
to support it. And gradually they began to work themsdlves out of their terrible problems.

Q: Were there any outstanding issues you experienced in administering that 300 million dollars?

SHAKOW: Of course we had aresident Mission Director and he was much more responsible for that than
I. My job wasto try to make sure there was adequate support in Washington for the program. Therewas
lotsof debate within AID — you remember this period better than | do— but one had to strugglefor budget,
for gaff, for everything — and then once you finished struggling indde the agency and with the State
Department, you had to go to OMB and struggle yet again and then go up to Congress for yet further
druggle. The number of hurdies then were quite substantia, and | don’'t suppose there are fewer of them
now. But in those days, at least, Indonesiawas afavored client. Becauseit was such animportant country,
and it had been through such hell, and people saw it as a place where the military and the non-Communist
groups had taken charge after a period with, if not Communistsin charge, someonewith leaningsvery much
inthat direction. So, given the palitica climate, it was avery attractive place to put alot of emphass. And
| think AID Adminigtrators recognized that and so did the Congress. But we were congtantly going up to the
Hill to make the case and argue for adequate funds for the entire program.  With Indonesia a formula was
developed, the so-cdled “one third formula,” which resulted in the U.S. picking up athird of the totd ad
requirement, Japan athird, and al other donors the remaining third. This formula, devised in the early part
of the Suharto period, was designed to avoid the U.S. having too high aprofile.

Q: Where were the IMF funds?

SHAKOW: ThelMF wasn't considered aid. They don't like to be counted in that category. A lot of our
effort wasto use the formulato build the Japanese contribution aswell asothers” The U.S. could havetaken
amuch larger share, but, in addition to wanting to keep our profile down, the theory wasthat if you wereto
hold the U.S. sharefixed that that would be away of attracting other monies. In fact, it worked very well
for quite afew years. Then after awhile, much later on, the U.S. one-third became a ceiling rather than an
incentive to others. Because then people said you' ve got to keep thetota to apoint that will not exceed two
thirds of what some lower U.S. number would be. But it was a very harmonious relationship with the
Indonesians and with the other donors. The Dutch chaired the IGGI until very recently. This was one of
those remarkable Stuations, the Dutch, having ruled Indonesia for 300 years, and having fought the
Indonesians in their a four year struggle for independence, and then again over West Irian in 1960-62, in
1968 the Indonesians asked the Netherlands to chair the IGGI.

Q: Why the Dutch rather than the Bank? Wasn’t the Bank doing consulting groups at that time?
SHAKOW: All other Consultative Groups (GCs) were chaired by the Bank, but the Indonesians specifically
wanted the Dutch because they thought the Dutch understood them best of al., after 300 plus years of

colonid rule. But it wasatributeto the Indonesians, and to the Dutch, too, that this rel ationship had matured
to the point where the Indonesians redly wanted the Dutch to do this. Up until just afew yearsago—five
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or Sx years ago— the Dutch continued to chair that consultative group. It worked out very well. The Bank
did dl the work it normally does for suchCGs, but the Dutch actudly chaired it. 1t wasonly when the Dutch
Miniger of Development Cooperation said afew things that weren't very complimentary about Indonesian
policy towards East Timor or some other area, that the Indonesians specificaly asked the Dutch to get out
of the chair and asked the Bank to chair it. The Dutch IGGI meetingsin Holland. Donorscamefromadl over
Europe, from Japan and the United States, dong with the Indonesians to have very thoughtful discussons
about Indonesid's problems and a very successful aid mobilization effort. Again, | don’'t remember the
specific numbers, but year in, year out, those numbers kept going up.

Q: These were mainly focused on balance of payments, of course?
SHAKOW: Largely on balance of payments, but not entirely.
Q: Wasit also tied to certain conditions about debt repayment?

SHAKOW: The new ad was very concessond, i.e. the grants of low interest loans. The old debt
rescheduling was findly sorted out in 1970. Everybody had their part to play and debt rescheduling took
placeautomaticaly. TheU.S. had to go up and get appropriationsfor it every year, but the debt rescheduling
was the base on which dl this was built. Then the Bank and Fund and AID worked very closdy with the
Indonesians, in developing the program. It worked. Indonesia Sabilized, it began investing in the areas
where it needed to put resources, and the development program began to strengthen.

Q: Didthe AID program change?

SHAKOW: Gradudly. I'm trying to remember since | was no longer in charge of it after about 1973. It
catanly did move away from being entirely concentrated on balance of paymentssupport. | think that $300
million probably included maybe $100 million of PL480 food aid. That was very important in Indonesia
They were not SHf sufficient inricein those days. They have subsequently become so. There were mgjor
efforts to introduce bulgur, which is afortified wheet product. Rice was imported. A lot of our time was
spent trying to worry about comparisons of rice harvests and the price of imported rice, and encouraging the
Japanese as part of their food aid program to buy rice in Thailand and ship it there.

Q: Did we have any involvement in programming the local currency generations?

SHAKOW: That was ds0 part of what we wrestled with. For along time we were trying to avoid that on
the grounds that this would be inflationary, or it was considered to be inflationary.

Inthe end, we had to agree to some of thisbeing programmed, but | think in fact we gave alot back or used
it to buy the AID building. There were vast quantities of PL480 of US owned locd currency around. Of
course, in Indid s case we redly did give back dmog dl of it. I’'m confusng now what we did in Indiawith
what we did in Indonesia, but PL480 was a big part of our program. We generated alot of PL480 loca

currency.
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Q: Those were times when we had all those categories.

SHAKOW: Wedidn't do too much. It wasbascaly PL480 Titlel and someTitlell. TheTitlel wewere
not seling. We did not put it on the open market. But it did generate alot of loca currency, which wasthen
used or associated with bank projects and so on.

Q: Do you remember any technical assistance? Was there much going on at that time?
SHAKOW: Not at that time. It was mostly the balance of payments support.
Q: Werewe still doing a lot of participant training?

SHAKOW: We darted up again doing participant training, but it wason asmaler scdethan it had beenin
an elier time. | think it was focused more on trying to build capecity.

Q: Did the Peace Corps go back?

SHAKOW: When the Peace Corps left in 1965 that was the last time the Peace Corps has ever had
volunteersin Indonesa. So | both opened and closed that office.

Q: Wasthere no interest in the Peace Corps returning?

SHAKOW: The Peace Corps has wanted to go back many times, but the Indonesians were not. They set
up, even while we were there, their own domestic Peace Corps. Therewere alot of college graduates who
were unemployed or underemployed during the sixties. | think the Indonesian’ s concluson wasthat to bring
over Americansto do jobs which their own graduates could do would be neither desirable, nor politicaly
advantageous. There have been many efforts, and | usudly get contacted a such times. | think there were
four or five subsequent suggestions made by the Ambassador, or by the Peace Corps to the Indonesians.
Asfar asl know, they’ ve never actudly bitten. I’ m trying to remember whether recently somebody said they
might be interested again. But, in practice, these are the reasons they redly didn’t want to invite the Peace
Corps back.

Q: W, if thereis anything more on that part, you can add it later.

SHAKOW: | don't think so. It was afascinating timeto bein Indonesia.

Q: It wasreally your introduction to the stabilization program process?

SHAKOW: Oh, yes. Foreign ad programs were not able to do very much; the experience with the Peace

Corps gave meared sensefor what could be done with human beings working with each other. It gave me
agreat lovefor the Indonesan people. I’ ve dways thought it was kind of a second home and to watch the
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AID program go from one extreme to another in that period is very good training for me in terms of
understanding how much the local Stuation can affect what you do.

| was in charge of the Indonesia office from 1968 until about 1973, and then | became head of the policy
officefor Asa | then became Deputy Assistant Adminigtrator of PPC, after LIoyd Jonnes|eft that job, when
Phil Birnbaum was the Assstant Administrator around 1975. So | was office Director for Indonesia for
about sx years and then head of policy for Asaand then, from there, moved to PPC.

Q: Whileyou werethe Office Director, wasthere any other country involvement of any consequence?
SHAKOW: | had the responghility for, as | say, Mdaysia and Singapore, but basically those were
non-programs, and Indonesia. The title included these places because somebody had to be responsiblefor
them, but there was no, or virtudly no, activity there.

Q: Then you were in the policy section within the Asian bureau, do you remember particular policy
initiatives taking place at that time?

SHAKOW: Thisisthe hard part, to try to remember that stuff. I'm surethere were, but I'll just haveto jog
my memory on that & some point.

Q: Well, we can pick that up later. It wasa very short timein fact?

SHAKOW: Itwasardatively shorttime. Yes. If | wereto digout my CV, itsdl there. | havethisresume
that has the dates in it; it helps remind me of the long ligt. | couldn’t hold a job for very long you see.

A new roleas USAID Assistant Administrator for
Program and Policy and Coordination - 1975

Q: W, you move on then to PPC, as a Deputy Assistant Administrator.

SHAKOW: That'sright.

Q: And who was the Administrator at that time?

SHAKOW: Wél, the Adminigtrator of AID at that point, wasit Dan Parker or John Hannah? | guess Dan
Parker camein 1973, | see, from your list here. 1t would have been in — definitely about 1974-1975 —
S0 it was in Dan Parker’ sregimethat | moved into the Deputy’ sjob. Asl say, when Lloyd Jonnes decided
to retire, go off to sudy Greece and archaeology and dl that stuff. So Dan Parker was the Administrator
and Phil Birnbaum was the Assstant Administretor.

Q: What was your responsibility; what wasthe rolethat you played? We're talking about how many
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years?

SHAKOW: | was Deputy Assstant Administrator until the change of Administration, and when the
Democrats came in 1977, and Jack Gilligan became the Administrator of AID, | was asked to becomethe
Assgant Adminidrator, Phil Birnbaum went to work on setting up IFAD. | guess| was a couple of years
as the Deputy Assistant Administrator.

Q: Any particular issues that you were having to address?

SHAKOW: We had to address every issue. That was the thing about PPC. In those days, PPC had the
budget responsibilities, which | havetold successive AID Administratorsthey would bewiseto resume. PPC
had not only the policy issues connected with the sectorsin which the Bank worked; but the chief economist
aso worked in PPC. There was aso the beginning of some of these evaluation functions that you know so
wall, an information function, the links to the United Nations and to the DAC and the OECD, and so forth.
All of that was part of PPC, but the key part probably was the combination of budget with policy.

Theway | saw PPC, it wasto be the honest broker on behdf of the Administrator for the work of the entire
inditution. This was the time of “New Directions’ policies on the Hill. So, of course, we had alot of
respongibility to work with the Congress on defining AID’ sview of the*New Directions’ legidation. Johnny
Murphy was the Deputy Administrator a that time, and very much involved withnot only trying to keep the
place running, but dso deding with the Hill. So we had al the issues that the Hill was rasing about the
directions of AID — whether it should be going toward support of basic human needs or something likethét,
which was what the “New Directions’ was dl about, or the extent to which we should be deding with the
kind of program we have just been describing in Indonesia or some appropriate mix. Program support and
large loans for balance of payments purposes were not considered by Congressto be akey featureof AID
programs.

The Adminigtrator, | felt, should be ableto turnto the head of PPC, whichin theforma rank ordering of AID
officers was number three (based on the glory days when you had people like Gus Ranis and other redly
senior peopleashead of PPC, I'm sure) asthe source of relatively unbiased judgement. For instance, should
we take scarce budget money away from the Africa Bureau, where Haven North was trying to squirrdl it
away to support projects, or from Asa, or the central bureaus. Soitwasall theusua struggles. | don't think
we solved any of them. But we tried to achieve aproper balancein the budget — as, for example, between
the amount spent on research, as compared to that spent on technical assstancein thefield, and how it would
divide up between the regions and the center.

Asfor the regions, we introduced an effort built on World Bank experience. Wetried to set up areasonably
objective set of indicators to give us anormative number for country alocations, based on judgments about
the country’ s population, number of poor people, poverty reduction, improvement in policies, and so on.

| know thisdrove you and othersin theregions crazy, especidly sincethis system, which wethought wasvery
sengble to have, was congtantly put in jeopardy. We might start with a budget that was ‘X’ and get

19



everybody to do the exercise of figuring out what the relationship ought to be of a region’s budget to that
totd. Thenwe d go to Congress and they would cut AID by 40 percent. Then we' d haveto go through the
exercise dl over again— dl in an effort to be more objective on developmentd grounds and less subject to
political pressure.

So, dthough AA-PPC was not an easy placeto bein, it was afascinating position. We were arbiters of the
budget, dthough ultimately decisons were made by the Administrator. But PPC was in the pogtion of
digging away at it and coming up with judgments. We were the oneswho had to work with OMB to try and
establish support for that overdl budget. At the sametime, wewereinto mgor debates about policy. One
that | remember, in particular, was on population. There was very strong support in AID for a direct
population program; delivery of large numbers of contraceptives and other very direct methods, on the
assumption that if yousimply put enough contraceptivesin enough places, that that would be enoughto bring
down the birth rate. I’'m exaggerating dightly, but that was one side of the issue, asyou know. We thought
that that was very important, but that work was aso needed on other aspects on the demand side, which
included enhanced educetion for girls, improved health measures, greater access of information and better
management and sengtivity to loca conditions.

Q: Thoseideaswere prevalent at that time such as girls education and so on?

SHAKOW: Thiswasfairly ground breaking and PPC wasavery active player. Therewereacertain number
of people who understood this, and were supporting it. But in AID at that time, the strength was in the
Population Office. That waswhere Ray Ravenholt, and his colleagues, werejust gung-ho and missionary-like
insupporting thisprogram. 'Y ou haveto givethemalot of credit. They did accomplish an enormousamount.
While | was dill working on Indonesia, we brought in a very good guy, Jared Clinton, to open the family
planning program. He was sendtive to getting loca support and getting locd organizations, and even the
private sector, involved in the effort. That program didn’t just push contraceptives to the exclusion of other
aspects, or have AID take over control of the program. In other countriesit wasn't dwayslikethat. There
werelotsof storiesof, alegedly, planes dropping condoms over Pakistan, and that kind of thing. But we had
maor debates in Washington over policy. We findly got through a policy which we was much more
balanced, and then tried to get that introduced throughout the system.

Environment was just beginning to be important at that time. AID was way ahead of other aid agencies,

athough the World Bank had someone cdled an environmental coordinator beginning in 1972. Even when
| got herein 1981, and not redlly until about 1985, was there red attention paid on a broader basisto this,

when Presdent Barbara Conable camein. But in AID, we had the environment advisor in PPC and redlly
began to do some interesting things inthe late 70s, far ahead of most anybody else, | think. And food aid: we
weretrying desperately to do something about trying to improve the development impact of food aid. Then,

of course, the standard argument was that when a lot of food aid in introduced into countries, it acts as a
disncentive to production.

Q: Beginning of PL 480 Title 111?
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SHAKOW: Widll, | think it led to Title 1. | think Title Il actudly came in about thetime | l&ft, or it was
being debated then. But we looked a dl sorts of posshbilities. We, in fact, worked with the Agriculture
Department, and our colleagues in other parts of the U.S. Government, to try to come up with something.
It became alittle difficult to put too much emphasis on this, though, when Henry Kissinger in effect became
the Desk Officer for PL480. We were taking about doing things in a developmental way, and Henry
Kissnger was looking for an easy way to find the equivaent of cash to hand out to paliticaly important
countries without much conditiondity. So, while the State Department was in many respects a very good
partner of ours, in other respectsthiskind of desire on the part of the Secretary for unlimited numbers of
initiatives, and for being able to respond quickly to needs in developing countries, was difficult.

Q: Well, let’sgo back. You talked of this as a very creative, open and dynamic period. You were
there when all of these thingswereinitiated. Let’s go back to the “ New Directions.” What is your
recollection of the beginnings of that? Why did that evolve and begin to be a sharp contrast with
what you were doing in Indonesia in terms of economic stabilization, for example?

SHAKOW: It redly grew out of effortson Capitol Hill which werein part derived from thewritings of afew
peoplein AID. I've dways thought that the most significant changes that occur, at least in the government
bureaucracies | know, and, in asense, | think of the World Bank in that way, too, rarely come about solely
astheresult of terrific, intdligent, creative people ingde the inditutions just burrowing away with these greet
visons. Ideas very often Sart ingde an indtitution or an agency such as AID. But it takes exposure to the
outside, and then some push from the outside, to get them redlly adopted. And then you hear lots of people
talking about the importance of AlD becoming more focused; paying more attention to people; paying more
attentionto the socia sectors; being more concerned with bas ¢ human needs as opposed to program lending,
or large industrid projects, or big road projects, and so on.

Q: Do you have an understanding why that began to emerge?

SHAKOW: I'm sure AlD had aways been doing that sort of thing, going back to the beginning. But | think
therewasakind of discouragement. Firg of dl, that AID wasn't going to have unlimited resources; that there
were other playersin the gamethat were beginning to be much bigger. | mean, whether it’ sthe World Bank,
or others. AID had to be a bit more focused to be sure it did a better job at the things that it did do, as
opposed to trying to do everything, and therefore not doing anything particularly well.  There was dso, |
think, was agood dedl of skepticism that some of these big dollops of funding were actudly very effective,
and, you'll know better than |, whether there were some evauation results, and so on, that would have
suggested that. Certainly, | think, there was dso a kind of resstance to the idea that AID was smply a

political payoff.

Q: Was there some sort of reaction against the foreign aid program at that time that came out of
Vietnam and all that issue. Do you remember some of that?
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SHAKOW: You'reright. There was atime that there was even some question whether AID would be
funded, isn't that right? I’ ve forgotten some of those detalls.

Q: You werethere.

SHAKOW: Right. I’ve repressed them. But Indonesiawas aways going to get funded. On Capitol Hill
the House I nternationa Relations Committee, or what | guesswas dtill the House Foreign Affairs Committee,
set people to work on the restructuring of the foreign aid program. Their assumption was that it could no
longer be funded the way it had been withthiskind of open-ended, “we do everything”, approach. You're
right. You' vereminded meof that. That it wastimeto restructureit. Andthiswasal during, | guess, John
Hannah's time.  John Hannah himself came from a background which was devoted to, probably quite
interested in, education and agriculture and technica assstance of a more traditiona variety; probably he
wasn't as sympathetic to big open-ended program loans, as| recall.

In any casg, it redly wasthefact that AID was being seen asmoney down foreign rat holes, that thetime had
come, and particularly with the Nixon adminigtration and otherslooking very hard at dl this, saying what are
we doing this for? The Congress decided to take their own look because they did not think that the
Adminigration could come up with anything, and it probably didn't trust the Adminigtration. This was a
period when trust was not very high, as | recall. So there were people in AID who had been writing about
this.

Ted Owens who had written Development Reconsidered, or what was the name of that book? It's
somewhereon my shelf here. And that, | think, drew the attention of some of the people on the Hill who saw
that maybethiswasthe onelast great hopefor the AID program. So you had Representative Clem Zablocki,
Charman of the House Foreign Affairs Committee for many years, and Jack Sullivan, who was one of the
key guys there and later came to work a AID in the Carter Adminigtration. And you had Charlie Paolillo,
who had been working for Senator Javits of New Y ork and then went to work for Zablocki, and others
there. They started work on along report entitled the “New Directions for Foreign Assstance,” and it then
fdl to us to respond. As I'm talking, I’'m trying to recreate al this. There was a mgjor report from the
committee, and the Administration was asked to come up with a response.

| chaired a group that pulled together the response to the “New Directions.” which Johnnie Murphy as
Deputy Administrator guided. We went up and testified quite alot up there. The tension, of course, was
between those who wanted to use the words of the” New Direction” to cover everything that AID was
dready doing, and those who saw it as redlly setting new parameters. And inwriting this, of course, we had
to try to baance dl this and we needed to explain what the “New Directions’ was redly dl about, define
wha we were likely to do and what we were not likely to do. There were extreme views anong certan
people on the Hill. Working for Senator Inouye, the Chairman of the Senate A ppropriations Sub-Committee
on the was a staff member named Bill Jourdan whose view was that the “New Directions,” (which applied
to AID and not PL480) were to promote adirect link between the AID giver and the AID recipient.



Q: The people, not the government?

SHAKOW: Right. The ultimate recipient. He thought anything indirect was incongstent with the “New
Directions.” So, for example, hisfavorite program was the Inter-American Foundation; it was smdl; it was
hands-on, with anindividua from the Foundation going and checking out some villagein Latin Americaand
supporting that activity. And that's what he thought dl aid should be like. Which meant thet life was fairly
difficult for anything that was not as direct asthat, asindeed most AID programs were not.

Congress used to apply al sorts of tests, as well. Jourdan’s view on PL480, for example, was that Title |
Programs were no good becausein that case commodities are smply shipped in alarge amount, givento an
Indonesia distribution agency, and then put into the market system. No. What we had to do was make sure
that AID was handing out bags of food to people directly. Even Title 11 wasn't direct enough for him.

That was one extreme, and we did try to ded withit, we argued againg it, and there were others on the Hill,
of course, who thought this was much too extreme. But it did mean that at the other extreme in AID there
were many peoplewho didn’t believe very much inthe“New Directions,” who thought thiswasthe gpproach
that PV Os(private voluntary organizations), or other do-good organizations, should carry out, andthat AID’s
rea impact would come about through support of magor investments. So what PPC was trying to do was
bridge this vast gullf.

| haven't been back to look at it for sometime. | do remember trying to write thisin such away that it would
leave room for many of the important activities that A1D would need to continueto do, evenif it didn’t quite
meatch the less carefully worded language of the legidation.

Q: Wnhat was in effect left out, though?

SHAKOW: One of the questions was could you do mgor infrastructure? Part of AID didn’'t have very
much money, but partly also there was this ideologicd view that AID smply ought not to be in the big
infrastructurearea. | guesstypicaly in Africawewere not prepared to do raillways, or wewere not prepared
to do highways. But we would do secondary roads or feeder roads, agricultural feeder roads, or something
like that.

But everything was a struggle — and then there were the Human Rights issues. During the Carter
Adminigrationlegidation stated that AID could not support countriesthat wereviolating, or were egregioudy
violaing, humanrights. I’ veforgotten the precisewording. Only BHN projects (humanitarian or basc human
needs projects) could be carried out in such countries. The same kind of language is being used now in
connection with India and Pakistan, because of their nuclear tests. The U.S. Government will vote against
such loans, or keep then from coming to the World Bank Board — for example, mgor power projects or
other such projectsin India. So it is very much the same sort of thing now. But we did manage to keep a
door open for areasonable interpretation. And there was amgjor increase in the proportion of AID lending
for family planning, populaion, health, education and other socia sectors and a decrease, as compared to
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earlier years, for infrastructure.

Q: Do you recall the terminology that became part of the discussion, i.e., the ‘ poorest of the poor’
versus the ‘ poor majority’ ? What was your view on that?

SHAKOW: Just as the extreme view about having to give food directly to the poor was what some people
thought should be the qualifying criterion for aid digibility, we, of course, said was totally impossble. The
expense of doing that, asde from the ineffectiveness of doing it, would beridiculoudy high.  If we took the
“New Directions’ legidationtoo literdly, and limited programsyoursdf to the* poorest of the poor’, then vast
numbers of people who were gppropriate targets for AID programswould beleft out. We said, that, yes,
the poorest of the poor were important to try to reach, but they also were among the mogt difficult to reach
and nobody had yet figured out how to do that very effectively. But if we excluded people who were just
plain poor, of which there are very large numbers, we would exclude most of the activitiesthat AID can do
wel — and it would aso not promote development very effectively. That was another thing we weretrying
to counteract — these extreme views about who was digible.

One of the other effortsthat wetried to devel op wasthe strengthening of our eval uation capacity, both during
the time | was Deputy, and when | was Assstant Adminigtrator for PPC.  Doug Bennet became the
Adminigrator of AID, and hewasvery interested in even grater assessment of theimpact of AlD’ sprograms
and projects. He introduced systems that made it easier to learn more quickly what the benefits were of
AlD-supported projectswere. During that period the system of log frames and other design and evaluation
devices were developed. One of the questions we kept asking was “who benefits?” We kept trying to
determine who the beneficiaries would be of AID supported projects.

Q: Do you remember how the strategic planning process characterized who benefits, who should be
the ones, who wer e the poor majority?

SHAKOW: I’'m not quite sure how much of that | remember other than knowing that the crucial question,
and the one that Bob Berg, then head of evauation had, was “who benefits’. So we kept pressing people
in operations and regions of AID to keep asking that question. We kept looking for ways of trying to
measure who actually would benefit. And every time a project came forward, we needed to be able to
answer that question as best we could, recognizing that this was an imperfect system. That certainly did
become, I'm sure, agreat bone of contention as we argued who the beneficiaries were, whether a project
was sufficiently focused on the poorest of the poor, and so on and so forth. Is there some aspect of this
you're leading me toward?

Q: PPC, | believe, as| recall, was the main reason the African bureau was involved in developing
guidelinesto the field on defining the strategy for addressing the poor. 1nthose guidelinesthere was
an approach to the question of defining who were the poor.

SHAKOW: Oh, yes, yes. Okay. We did try to explain who might be in the poor, or who might not bein
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the poor, and what measures of per capitaincome, and al that sort of thing, using available data. \When our
people asked the Bank, they discovered that, of course, thiswasaso amgjor effort inthe Bank. McNamara
loved to count up the number of people benefitted by Bank projects. When | came to the Bank, | began to
see how those numbers were caculated. One of the firgt things being worked on when | came here was an
assessment of how erroneous those figures could be, and how wesk the origind starting point was for many
of those gatigtics. It was very important from AlD’ s standpoint to be able to go up to the Hill and tell them,
especidly after the “New Directions’ policy had been in place for a year or two, how many poor people
were actudly benefitting, and demongtrating how that was done. We had to report regularly on the impact
of “New Directions’ during the 1976-80 period at lesst.

Q: What was your impression of Congress' s expectations of how fast or how quickly this was going
to have an impact?

SHAKOW: The Congresshad mixed views about al aspects of this. The strongest supportersof the New
Directions’ legidation were members of the House Foreign Affairs Committee, because it redly had come
out of that Committee. The Senate Appropriations Committee, for its own reasons, gaveit strong support,
but more because they weretrying to cut AID programs. It sprobably not entirdly fair, but their interest was
seen to be cutting back.

The authorizing committees in both Houses, that is, the Senate Foreign Relations Committee and the House
International Relations Committee, were both very strong supporters of this legidation.  But the
gppropriations committees in both places were the ones who were much more hard nosed about it. Hard
nosed because they were trying to cut the budgets back. But you could certainly play different committees
off againgt one another; not that we were, of course, doing that. But it was very confusng. That's redly
more to the point, | guess, that the Sgnds from Congress about this were very different, depending on the
committee you were ligening to. And while in agenerd sense, yes, there was great support when you got
to specifics. Congresswas very deeply engaged in the specifics of theindividud programs, asyou will recall,
and then as now, | guess, every project must be described in the Congressiona Presentation.

If we changed anything, or planned to change anything to drop a project or add a project, or even modify
aproject sgnificantly, we had to go back up to them. That kind of pressure meant you were in and out of
those congressona committees, and dedling in particular with the staff members, over and over and over
again. And those staff members tended to be red powersin their own right. | was mentioning Bill Jourdan
before, but there were equivaentsin these other gppropriations committees. And wewere constantly at their
beck and cdl. | spent alot of timeworking ontheHill. | testified alot in my role as Assstant Adminigtrator,
and s0 | was taking with them dl thetime.

Q: Let’sgo off on that tangent a little bit. There are other areas to touch on, but how would you

characterize your experience working with Congress? You were right at the heart of this period of
transformation of the program and policy change and all that.
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SHAKOW: Again, it samixed story. | found testifying before the House Foreign Affairs Committee to be
avery interesting and stimulating opportunity, particularly for markups. | know you had to go up and tak
about Africa before Africa s subcommittee. But my involvement was to talk with the committee saff on a
fairly regular basis, particularly on the follow-up of “New Directions.”

But going up to tegtify at markups, where we d be dedling with the entire spectrum of the AID budget, was
fascinating. Because on that committee, first of dl, most of the members came to the meetings, and they
stayed and they had, many of them, been there for many years. There were outstanding people like Solarz
and Buchanan and Lee Hamilton. Lots of those who, in those days, found that this was an important
committee. And they spent considerable time at the committee and knew the subject matter very well.

They would press us on important questions. They would get into interesting colloquies among themsdves
onimportant issues, and very thoughtfully debate them. So that committee | dwayslooked forwardto. Yes,
you had to be on your toes, of course, but basicaly it was a sympeathetic group. The minute you get arted
onsome of these appropriations committees, then it washell, of course, becausethey wereinterested, | think,
in cutting back the budget, in finding error, in putting people on the spot. They were not redly terribly
interested in the finer points of development, or even some of the mgor points of development. They had
atarget, which was, say, 60 percent of thetotal. Now, how are we going to get down there? Sotheir job
was to try to find weaknesses wherever they could.

Q: Do you remember who the chairman was?

SHAKOW: Wéll, you had Otto Passman, to start with, on the House Appropriationsside. Then Doc Long.
| mean, two people who were extraordinarily eccentric, a best. Some of their staff members were alittle
more reasonable, but you could never tell with these people if they were going to go flying off the handle.
Doc Long on the one hand, was an economist who had written many books and taught economics, as he
condantly reminded us. But he had very gspecid interests, too. What was his...gpplied
technology...something likethat. Asaresult, asmal indtitute was set up to dedl with that alone. But in Otto
Passman’s case it was PL480 that was his grest interest, because he wasin amaor rice growing areafrom
Louisana. | mean, these guys ruled the world from these gppropriations seets, and if you didn’'t work out
some ded s with them, then you didn’t get anywhere. Luckily, our terrific congressiond people did most of
the dedl making. Like DennisNeill before 1977, then Genta Hawkins as Ass stant Administrator, who was
there during the Carter Administration. There was a great deal of close collaboration between the
congressiond liaison office and PPC.

Q: What about the Senate side?
SHAKOW: When | firgt started going up to the Hill, there were some red giants, people like Hubert
Humphrey and Jacob Javits. Both of them, as members of the Senate Foreign Relations Committee, knew

what they were taking about. They were very involved with foreign affairs, very sharp, and they had great
ideas. Of course, Humphrey had hisproposd for bringing dl the pieces of foreign economic policy together
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in IDCA, which passed just about the time he was dying. People like that meant there were very indghtful
members of the Senate.

The trouble waswhen wetestified. The Senate Foreign Rel ations Committee was probably the best example
of this. These Senatorswerein and out dl thetime. | contrast it with the House, where the members were
there and were engaged with you, and would listen to what you were saying. Most of these Senators were
thereto tdl you something. They came in, they spent ten minutes there, they told you what they thought,
interrupted their colleagues and asked the same questions somebody had asked while they weren't there.
So it was dways much less satisfying on the Senate Sde.

On the Appropriations sSde, you did have, as | say, Senator Inouye. He dug in to thisalot and his staff
memberswere constantly badgering usabout onething or another. They were most obvioudy worried about
the operating expense account of AID, and would do whatever they could to cut back on benefits in any
possible way. But they also were prepared to cut out aid to entire countries, and wanted as well to cut out
whole sectors of AID programs. So on the Hill, overdl, it was a frudtrating experience, with the exception
of the House Internationa Relations Committee. Itisindicativethat at least two of IHRC staff memberscame
down and worked for AID, Jack Sullivan and Charlie Paolillo. Charlie became my deputy; Jack first, helped
to managedl AID personnd decisonsfor the new Carter Adminitration team, and, then, became Assstant
Adminigrator for East Ada But working with the Hill wasfrustrating. But each year we got aBill out of it,
most of thetime, even if it was only a Continuing Resolution!

Q: But the parallel with that, of course, you were the key person in the linkage with the State
Department, were you not, on the budget decisions? To what extent did they try to impose on AID
allocations by country or regions and so on?

SHAKOW: It was mogt different during the Nixon-Ford period. Then the State Department, particularly
under Henry Kissinger, had very clear ideas about what they wanted to do, and State’ s views were, of
course, highly paliticized. 1t was not an easy time to be trying to put together AID budgets, whichiintheend
the State Department had a very strong role in determining. The Carter Administration was very different
and very interesting, in that Tony Lake, Head of Policy Planning, was our main link. Tony Lake was very
closeto Secretary Vance, and was not only his speech- writer in policy planning, but was aso hiskey policy
guide. There were congtantly tensions about Security Assstance, which was amgor responsibility of State
Depatment, but we would try to adapt and twist and turn and even limit the Sze of the Israel-Egypt
programs. Intheend, the Secretary returned themto their Camp David levels. Therewere effortseven then
which are beginning again now to cut back on those aid programs. But Security Assstance programswere
obvioudy awaysasource of contention. Partsof AlD loved theideathat they might get in under the Security
Assstance blanket, because that was the budget area that tended to be growing at that time.

Q: And more flexible?

SHAKOW: And moreflexible, of course. It was not covered by the basic “New Directions’ legidation.
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And 0 lots of things were thrown in there. Everything from base rights consderations to an Africa fund of
somekind, as| recal, in Security Assstance. But the distinction | was going to make waswhen Tony Lake
became Head of Policy Planning. He was very easy to work with; in fact, he was much more “like us’ than
he was his State Department colleagues. I'm sureit wasvery difficult for him. He believed in devel opment.
He believed in the importance of country dlocationsthat followed some sort of objectivebasis. Therewere
times when budgets needed to move one way or another for foreign policy reasons, but he understood why
it was important to know the objective starting point, then you could decide why you were doing something,
rather than smply chucking alot of money in the direction of a country because that happened to be our
favorite that week.

We found Lake to be avery strong dly, and astrong dly especidly with the Secretary. Deputy Secretary
Christopher was aso very good to work with. My impression was that, in genera, we had very close
working relationships with the State Department during that time, dthough | am not surethe Adminigtration
found it too easy. | think there were some natural tensons at the regiond leve, | guess, more overt than the
oneswefaced. But | found theworking relationship with the State Department to be ajoy at that time. Partly
because they did, indeed, respect what we were doing.

| wasasoin charge of theinternational organization account for UN programs, and so on, that cameinto the
AID budget. So there was sometimes more tensionon that than on the rest of the budget, becausetherewe
werein the pogtion of cutting back programsthat the State Department particularly wanted. Some of these
UN agencies AID had nothing to do with, but we had to fit them within amuch narrower budget mark that
came from OMB.

Now there was a period when we got haf way through the Carter period — after Gilligan left and Doug
Bennet came in as AID Adminigtrator -- we had the cregtion, as a result of the Humphrey initiative, of
IDCA, the International Devel opment Cooperation Agency, put another layer into the relationship.

Q: You werein your office when IDCA was created? What was your experience with it?

SHAKOW: | dwaysthought theideawas very good. The origind Humphrey idea, supported by anumber
of otherswho had promoted thisidea at various stages, wasthat the U.S. international assstance programs
were too diffuse with centers of power in Treasury, Agriculture, OMB, AID, State, and, perhaps, hdf a
dozen other agencies. An overdl czar was needed who would be able to bring a coherent policy together.

Now you hear alot of tak in DAC and sawhere about how important it isto have coherent policies. Wall,

the proposal by Humphrey was that you put a Structure around this, and you put in charge a person who
would be the one to determine what the policies of the U.S. Government would be in its internationa

assistance programs. Thiswas very good theoreticdly, and sitting on Capitol Hill it sounded like the perfect
thing. Then you could cal on one person to tell you exactly whét the U.S. Government was doing.

Q: And this person was to report to the President? Isthat right?
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SHAKOW: And this person was to report to the President. The problem was that, while you got the
legidation, by thetimeit was put into place by the Adminigration al the powerful forces had managed to opt
out. So Treasury managed to get the multilateral banksout of it. Therewas somefig leaf there, but basicaly
Treasury remained in control of the MDBs; Agriculture in control of PL480, and these were the two big
dements, and State Department was left in charge of Security Assstance. So when you came right down
toit, IDCA wasin charge of only one group of programs. AID and the associated partsof AID. | think they
may il have had OPIC, and the trade and development programs.

Q: Peace Corps?

SHAKOW: Oh, no. Peace Corps was kept very separate. The head of IDCA, Tom Ehrlich, had come
fromLega Services Corporation. He was avery good guy, alawyer, but with no particular background in
development. Hetried to makeit into something. He couldn’t really do anything other than call meetings,
which some peoplefrom other agenciesmight cometo, but many didn’t. | think after thefirst meeting nobody
came, a least at the senior level. The only indtitution that he had redl control over was AID. So poor Doug
Bennet, having comein as Adminigrator of AID, and normaly with responsbilitiesto the Secretary of State
directly, and very often the White House, found himself with another layer. Tom Ehrlich brought in adozen
very bright people and their job wasto try to ride herd over AID.

One of their theories was, and its not entirely without sense, that the adminidrative cogts of running an AID
mission were very high, and when the program was very smal it didn’t make alot of sense to do business
that way. So, in their view, 20 or 25 AID programs, most of them in Africa, but not entirely, should be
phased out quickly because they were not cost effective. Ifit cost two and ahdf million dollarsto runatwo
million dollar program, that wasn't very sensble. That's logical and it was sensible to find other ways of
doing this.

For the State Department this was horrendous, because for the ambassadorsin these small countries, about
the only thing they had to work with was the AID program and it didn’t matter if it was smdl, a least they
had something. So they unleashed holy hell and we spent a lot of time being caught between State
Department and IDCA. IDCA technically wasin charge of us, but in alot of ways they were not. It was
a congtant struggle for Doug Bennet, because he wanted the kind of freedom that previous AID Directors
had had, and yet he was caught. It wasn't that he didn’t ultimately win most of the battles, but it was 0
enervating to have to go through al that, over and over and over again. For me it was redlly bad, because
| was dedling with the budget, and whereas| had normally dedlt only with State Department and OMB, now
| had IDCA inthere. They had their own, in my view, crazy schemes. So, in practiceit turned out that it was
only a duplicate of AID, essentidly, without the resources and getting in the way of the redly competent

people.

Q: But the example you cite suggests that IDCA really wasn’t addressing the broader question of
development policy.
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SHAKOW: Wédll, they tried to do that, too. In someways helpfully, but it wasjust that we dready had that
capacity. So they were congtantly on the lookout for things that they could do. It’ s dready aquestion mark
astowhat PPC'sroleisin someof these areas, asyou know well, when you have abig technical bureau as
well. So policy questions have aways been hard for AID to cope with. Who'sin charge of policy? You
had a group in PPC that was primarily made up of economists who were asking questions about policy in
AID, whether it was population, or education or something of that kind. You aso had a whole bunch of
people in the centra technica bureau who were educators or other skilled people, who thought they knew
about policy. Theissue on population, as1’ve said, wasared confrontation. Intheend, | think that the best
course won out. But it was dwaystricky. The minute you ingtituted awhole other group, looking to do the
same sort of thing PPC was doing, it was utter chaos. So we spent alot of time spinning our whedls and
fighting ourselves, which was a waste of time at a time when there were many other things to do with
Congressand dl therest.

Q: Any other area you worked while in PPC?

SHAKOW: Let me say afew things about the OECD Development Assistance Committee (DAC), and
then, maybe, sncel did takeaquick look at someof thisold material, about the“New Directions.” PPC was
responsible for our relationswith the DAC. Therewerealot of DAC meetingswherewe defended the U.S.
ad programto other donors. But morethan that, | think it’sthe degree to which AID was aleading partner,
adong with the ather AID givers, in this organization. Of course, with the Americansin charge of the DAC,
whether it was Joe Whedler, Ray Love Rud Poats, John Lewis...I’m trying to think back to those days. |
guess I’'m confusing it a bit with some of the people who were there during my World Bank days, but I've
aways thought that the DAC wasamuch-underrated ingtitution. | guessthat, when it started in 1960, it was
seen as amore forceful outfit.

Q: What was your understanding of why it was created in the first place?

SHAKOW: In 1960 or ' 61, there was a sense that you needed to have more peer review of aid programs
in order to increase the qudity, or improve the qudity and quantity of AID flows. The OECD was in
exigence (dbet with adightly different name); the creation of a development assistance committee with a
resdent chairman and a group of representatives from dl the mgor and some minor AID donors, was an
interesting propostion. | don’t remember exactly how it got formulated. It clearly was an opportunity
encouraged by the U.S,, to spread the burden on aid, and to get more and more donors involved.

By using the peer pressure of reviews of AID programs, you could, hopefully, raise the level of overdl
contributions to development assstance. Of coursg, at that timethe U.S. wasin thelead there, and the U.S.
was in the chair, but lost out on that respongbility a the latest the dections.  For many, many years, of
course, the U.S. was the largest single contributor of foreign aid. Its now dipped a little bit from that in
absolute terms. And, of course, in rlative termsit’ svery much at the bottom of the heap. Whereasthead
god the UN sat for ODA, Officid Development Assistance to be .7 percent of GNP, the U.S,, | think, a
the moment, isat .07 percent ODA of GNP. So, what's that? Ten times? Whatever it is, the absolute
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amounts are till Sgnificant, but the proportions are very smdl. But | think that it did serve agood purpose.
The U.S. Congress and maybe the U.S. Adminigtration has not taken it very serioudy, and the views of the
DAC, when they were criticd of U.S. ad programs, were not insgrumenta in bringing about reversal of
pressures to reduce AID levels. But for other countries, | think it has redly served a useful purpose; in
European countries, and, | think, even Japan, the fact that the group of peers were critical and encouraged
action did have some impact. 1t gained more public attention.

Q: What you're saying isthat it had really no impact on U.S. foreign assistance policy or practice?

SHAKOW: My impressonistha, if you're talking about the peer reviews, that's probably right. | think
that the working groups within the DAC, of which there were many, and in which the U.S. dways played an
active role, probably did have agood impact. Views camefrom other AID donors, some of whom had quite
advanced programs and did very good work. Others were lessgood. There was atime, of course, when
the U.S. was without peer in terms of the qudity of its AID program, the Sze, and its divergity. In 1960, in
1965 even into the late *60s, thiswas true. But after awhile, of course, many of the donors began to pick
up and the U.S. began to moveinto declineinthisarea. So, whilewe still had enormous resources and many
skilled people, it was't in nearly as dominant a position. One could easily learn additiona techniques from
others.

You, | know, were active in the evauation group of the DAC later on. That has turned out to be, | think,
quiteauseful sourceof information. A placewherethe U.S. and others, who have taken eva uation serioudy,
can promote understanding in other indtitutions. So there has been alot of gain, | think, in lessons learned
and experience shared.

Q: Do you think it hasimproved the quality of aid?

SHAKOW: | think it certainly hasimproved the quality of aid. Many countries, many donors, weren't very
much concerned with quality. They were concerned with export promotion or other very narrow interests
and took very little interest in how the resources were used, or coordinating with others, and so on. Aid
coordinationissues are ftill very much an areawhere thereisalot of room for change. My impression isthat
other donors have learned quite a lot from being put under scrutiny by DAC; that the findings and the
conclusons of some of these groups led to joint statements that were issued by the DAC. Most recently,
those statements focus on godsfor the 21% century. They concentrate atention on five or six globd godls,
which have been adapted to individua country circumstances. All of that, | think, isjust avery useful series
of gepsto enhance the qudity of bilateral aid programs, and even multilateral programs.

Q: Wasthereany particular area of the AID operation that had a particularly significant impact that
stands out in your mind?

SHAKOW: There were some. | guess | have not thought about that for awhile. 1 know the DAC had
worked very hard on trying to emphasize increased in-country aid coordination. There have been useful
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effortsat trying to strengthen World Bank Consultative Groups and UN Round Table processes. We used,
infact, when | cameto the Bank in the late 80s, alot of DAC materia to provide guidance to our own staff
here in the World Bank on what lessons could be learned from experience on aid coordination, and the
running of Consultative Groups. Strangely enough there was no single office in the World Bank that had an
overview of that. The closest thing to an overview was the Department | then headed.

Our gtaff member in Paris, who attended most of the Consultant Groups (dmost al wereheld in Parisat that
time) and the DAC, which maintained awatching brief on al of these and reported on them, reviewed every
gngle one of these aid CGs. Now, of course, the Conaultative Group itself is only, inasense, thetip of the
iceberg on the AID coordination issues. What goes on in-country, and what leads up to a CG, is very
important. In this area there has been a lot of emphasis on strengthening loca coordination. Working to
strengthen the capacity of the government to take the lead on some of these thingsisimportant. Thisis now
rhetoric that the World Bank and everyone e se now espouses. 'Y ou would think that much of this should
be consdered agiven, that it isn't acomplicated concept. Y et it wasn't something that many donorswould
accept, the idea that the AID recipient is at the center of decison-making and so on. And, of course, the
problem isthat very often these countries have not yet been capable of taking on those roles. The DAC,
years and years ago, was talking about the importance of strengthening loca capacity to do this, to take
ownership.

Q: What about donor procedures?

SHAKOW: Procurement was anareaof consderable attention and on that there has been some progress.
The untying of aid became a matter of consderable controversy. The untying issue is a complicated one.
There are donors who say the more you untie; the less you will have in the way of resources, that thereisa
tradeoff between quantity and quality. While no one will deny the virtue of untied AID, they will say thet in
practical termsif we untie AID completely, or asfar as sometimesthe DA C has proposed, or some members
of the DAC have proposed, that will then result in areduction in overal AID levels. That's been one of the
arguments used in the United States.

Q: Wasit anissuefor the U.S, or did we go along or what? How were we involved in that?

SHAKOW: There were certain areas in which we were prepared to untie, but wholesde untying we were
not prepared to do, aslong as | remember. And, again, it was a case of volume versus qudity. But if you
look at what has actualy happened over the years, avery substantia amount of aid has actually been untied.
The Japanese went much further, at least on paper, in untying. There is some question as to whether the
specs for procurement are written in Japan in such terms; so that inevitably, even though it is an untied
program, much of the purchasing till ends up in Japan. There has been alot of progress in many quarters
for untying, so that a subgtantial amount of AID isnow untied in one way or another. But, we are not there
yet.

Another particularly important area was the debate about export credits and the degree to which aid could
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be mixed with export credits. The object was to avoid a Situation where export credits were sweetened by
ad. Themotivationwas redly to promote export credits and exports, rather than development assstance.
The commingling of those two has come under alot of attack, and it has been severdly consgtrained. There
are now rules and guiddines that the OECD, through the DAC, has established. So these are among the
things that the DAC has done.

It has been a place where an American, distinguished in the aid field, could travel the world and spesk on
behalf of AID donors. To press donorsto perform better, but aso to encourage developing countries to
undertake sensible policies and programs, to work with each bilateral donor to seeif there was something
more that could be done.

Q: What about the areas that you were concerned with at that time? With the “ New Directions”,
basic human needs and human rights, was the DAC a forum for those sorts of things?

SHAKOW: Wédll, certainly there was alot of explanation then of what the“New Directions’ program was
dl about, and the changing nature of the U.S. aid program. That was something that we would explainto the
DAC members. In many respects, | suppose that served as a basis for other donors picking it up. Look
around the world at many of the aid programs today, and at the World Bank for that matter. Y ou seethe
concentration upon strengthening the socia sectors, emphasizing more of a participatory approach to
development. Theimportance of seeing the benefits accrueto the poor, and staying awvay from somemassive
infragtructure projects, and the strengthening of the private sector role. Thesekindsof eements, which | think
were key parts of the “New Directions’, are realy very common throughout many aid programs around the
world now. Not exclusvely, but that is now much morethefeature of them. Intheearly 70sor beforethat,
| would say, therewas much more concentration on mgjor, big investment projectsand lesson some of these
other aspects.

Q: Did you attend any of the DAC meetings?

SHAKOW: When | was head of PPC, | used to go to defend or explain the AID program to the DAC.
So, onaregular basis| did goto DAC meetingsat that time. Therewerealot of other meetings, which were
moretechnica. Thesewere attended by peopl e throughout the agency who were speciadized in these aress.

Q: Some people say that the DAC’ s usefulness was limited because representation, apart from the
U.S, was largely local embassy people, who didn’t really know much about development.

SHAKOW: That wasn't true. Mogt of the people at the DAC in Pariswere permanent representatives sent
from capitols. With rare exception these were people who came out of their development ministries or their
ad programs. So it wasagood forum for discussion among AlD professonds. The quaity of those people
varied alot, but there were periods when you had very, very good people there.

Q: Did you participate in High Level Meetings which the Administrator attended?
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SHAKOW: Yes. Onsomeoccasionsthe Administrator didn’t attend, and ashead of PPC, | wasthe higher
representative.

Q: How would you characterize those meetings?

SHAKOW: Again, they variedin qudity. It depended upon what theissueswere at thetime. Some of these
countries have very articulate and effective spokes people, especialy from those countriesthat take their aid
programserioudy. Soitwas, | think, agood occasion for the heads of aid programsto get together, whether
they were ad ministers or the head of aid agencies.

The attendance at those mestings tended to be pretty good. So for aday and a haf you were able to hear
quitedirectly what the political problemswere these peoplefaced, or what was happening a thetimeaid was
under pressure, say, in the United States, but going up in many other countries. Y ou aso got aflavor of how
far some of theissues could be pushed, whether it was untying or human rights, or any other of theissuesthat
were particularly controversd over the last 25 years. Y ou heard the degree to which aid donors wanted to
get involved in governance questions; how much they werewilling to encourage devel oping countriesto move
aong sengble paths economicaly.

The World Bank, UNDP and the IMF played an active role in these meetings, too. It was not just the
bilaterd donorsthat played very activeroles. When | started going to some of these meetings with World
Bank officids, people like Ernie Stern and others were going and making a very sgnificant contribution. It
helped to bring multilateral and bilaterd AlID together a bit more than it had been.

Q: One of the features of the DAC wasthe annual Chairman’s Report, particularly thefirst section,
which was a personal report. What has been the significance of that document in looking at it from
the World Bank, which writes a ot of this material anyway? Was this a useful device in your day?

SHAKOW: | dways found the Chairman’s Report to be exceedingly useful. It was not so much because
of those chapters by the DAC Charman, dthough they were hepful in providing an overview of
developments. But | found the most value was in the data provided on AID flows and the assessment of
trends and directions on other donors, which was aways useful for our ownwork. One of my decisonswas
to buy 200 or 250 copies of the Chairman’s Report and make it availableto every desk officer or equivaent
inAID to make surethat everybody had accessto thisreport. I’ m surethat isnot done anymore, but it was,
| thought, a useful way to a least have it avalable to everybody. If you wanted a sense of what was
happening in the donor community, there was no better source than the DAC Chairman’s Report. As you
say, it had an opening section by the DAC chairman, but the rest of it was prepared by the Devel opment
Cooperation Secretariat in the OECD.

Q: One of the other criticisms of the DAC wasthat it didn’t really relate to the recipient country.
Therefore, it was an internal debate of donorsamong themsel ves about devel oping countries, but not
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learning from them.

SHAKOW: It has been and till is a donor’s club, just as the OECD is an industridized country’s club.
That’s changing now as they are reaching out to include countries that are in trangtion. Mexico and Korea
and Turkey and Greece, and others, are now, some of them, members of the European community. So, the
OECD/DAC is reaching out to countries that have grown quickly. But there is avaue in having a place
where donors can tak to each other and not fed inhibited in any way, other than by whatever normal
inhibitions they may have had. There are other places to talk with the developing countries, so it was
important to have thisforum. Times are changing, however, and they need to continue to adapt.

Q: Any other dimensions of the DAC business?

SHAKOW: Giventhedeclinein U.S. aid other countries occasiondly suggested that the DAC Chairmanship
should go to a country that demonstrated its generosity more clearly than the United States. The U.S. might
be alarge donor, or maybe even the largest donor, but in terms of proportion of GNP it was certainly not
inthe lead. There were occasiona efforts by the Swedes, and maybe others, that they would like to take
over the Chair. But | think the mgor deterrent was the fact that the house of the DAC Chairman had been
bought by the United States; that house did not go withthejob If anybody elsetook over the Chairmanship,
they would have to find away to house the DAC Chairman. | think that ended up being quite a persuasive
reason to dlow the Untied States to continue in the Chair, in additionto whatever other reasonsthere might
be.

| think on DAC, that is probably dl at this stage that is worth saying.
Q: Werethere other dimensions of your work there that we haven't touched on?

SHAKOW: Let’'s go back for aminuteto theimplementation of “New Directions” Again, it was PPC that
was charged with interpreting this* New Directions’ legidation that the Congress had issued in 1974. During
1975, we worked quite hard in coming up with a full-scale report to the Congress on implementation of the
“New Directions” Weweretrying totel them both what we were doing, and how weinterpreted it; to point
out certain goadswhich wefet were either impossible, or were being misinterpreted, and so on. | mentioned
last time this problem caused by the use of theword “ direct”, which often appeared in the“New Directions’
legidation, and which might imply to some people that aid should virtudly be provided by giving it directly
to the poor person. Actudly, of course, much of what AID was doing was indirect, through inditutionsin
developing countries. We had to explain that kind of thing.

We d so wanted to demondtrate that we understood some of the concepts and wordsthat are thrown around
so easlly in the legidation, such as “participation’, were very, very difficult. Ten, twelve years later in the
World Bank we encouraged the Bank-NGO Committee, a group of Bank staff and non governmental
organization representatives, to begin a program to understand how participation could be made to work
above thevillageleve. So alearning group was set up at that time, which took severd years. Gradudly the
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Bank has taken this on as amgor preoccupation. But it is till certainly learning about it.

While wewere charged inthe“ New Directions’ with making sure that programswere participatory, in 1975
we were trying to explain that while we were working toward that, one shouldn’t assume this was going to
happen overnight. It'safairly thick report in which we ve detailed the approach we weretaking. That was
received quitewdl inthe Congress. Therewas never any doubt that we gtill had along way to go and many
NGOs/PVOs, and others would, of course, push us and attack us. But | think that this study, done by PPC
and presented to the Congress, on which the then Deputy Administrator, Johnny Murphy testified, was
considered a very positive response from AID. The problem in getting it accepted insgde AID, was, of
course, one that we had to keep coming back to over and over again.

Q: 1 wasgoing to ask about that. You'rein a policy position and, of course, its one thing to have a
policy and another to get it implemented. How did you find the agency responding to this? How did
you go about making sure the agency took the policy?

SHAKOW: | don't remember dl the details. But certainly we tried to publicize not only the “New
Directions’ legidation, but dso theimplementation report. Wewent around and talked to people. Regularly
severd of uswould go around and do dog and pony shows, to try to clarify what was meant, and to indicate
the respongbilities of various parts of AID to implementation of this. We had a group set up that was
devoted to looking after implementation and pushing people in regions and e sewhere to follow through.

Leaving aside AID’s operating expenses, each project, each program, had to be presented in a
Congressional Presentation.  We had that respongbility, too. To go through and make sure these
descriptionsof projects, programs, were consistent with the New Directions’ legidation. Or, if they weren't,
to make sure we made clear why. We had to explain the functiond categories that defined the five areas
where AID would be allowed to operate. We worked on these definitions. Then we had to swap project
proposals into those categories. Now some of them, one or two of them, were broad enough that you could
put afar variety of thingsin. Others were quite pecific in terms of educeation, hedth, nutrition, that sort of
thing. And | guessthat was another part of the way that Congress would be sure that we would implement
this, implement at least in the sense that the proposal's that would come forward for funding would fit within
this overal rubric of the important categories. If we budget that way and describe them that way in the
Congressiona Presentation, we' d begin to get locked into these programs.

Q: Did you find the agency’ s field missions responsive?

SHAKOW: It was very mixed. Ittook alot of time. We were going through al sorts of interna upheavds,
too, because IDCA was established. My recollection isthat by and large there was a favorable response,
but there were till many places that did not, many staff memberswho did nat, redly understand whet this
was dl about. Who considered — who considered it, many ways, to be just a PR gimmick. | mean,
infragtructure, for example. Oneof theimplicationsof the“New Directions’ legidation wasthat wewouldn’t
redly beinto infrastructure. But | do recdl that in our report to the Congress on implementation, we made
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clear that you couldn’t be dogmatic about thet; that in Africa, infrastructure, whether we're talking about
feeder roads or any number of other things, is crucidly absent. While you might not need to do mgjor
highwaysin Asaany more, you needed to do certain kinds of thingsin Africathat would still be categorized
under infragtructure. Within functiona categories the amount of funding was limited. Congress often put a
lid on these accounts as away of sending amessage. | think the Agency responded, but far less than would
have been desirable.

Q: Wll, any other part of your PPC responsibilities that we haven’t talked about?

SHAKOW: Let's see. Where are we now? 1977-1978? | guess | mentioned that | did a lot of
Congressional Presentation work. | did talk about that. We worked as the eyes and ears of the AID
Adminigrator on budget and policy matters. We worked very closely with OMB in trying to get the budget
through, and that was aways a struggle and a trid. We had to fight those battles within the U.S.
Adminigtration before we would even get to the Congress. We aso worked closdy with the State
Department; | guess | mentioned before that Tony Lake was a very good person with whom to work.

Q: Didyou have dealings with AID agencies, Treasury, Department of Agriculture?

SHAKOW: Somededingswith Treasury. PL480 wasasubject which gave usagreat dedl of contact with
other agencies.

Q: Along with Title Il initiatives?

SHAKOW: Initidly Titlel. | may have mentioned last timethat Henry Kissinger turned out to be the PL480
Program Officer. Weweretrying to keep politics out of decision-making on PL480. Wetried to emphasize
the economic basis and arationd approachto itsalocation, but that was hard with the State Department so
deeply involved. But on this we worked very closdly with the Agriculture Department that had its set of
interests. OMB had itsinterests. Treasury even had someinterestinthisarea. It wasavery interesting time
because PL480 was an enormous resource.

We dedlt with the White House quite a lot, and during the Carter Administration there was a figure in the
White House who was very deeply involved in the AID business, and that was Henry Owen, an assstant or
senior advisor to Zbigniew Brzezinski. He had been head of Policy Planning in State; had many interests
throughout the world, particularly in developing countries, and wanted the Carter Adminigtration to play a
much more active role than had been played by AID in the past.

S0, in effect, Henry Owen became the President’ s eyes and ears. and stick. on AlID matters. And the other
thing about Henry Owen that was quite unusua wasthat he had no compunctions about picking up the phone
and cdling anybody to find out information, or to ask for help, or to tell them what to do. So, | was
frequently on the phone with Henry, who caled, for example, about what could be done to get more
resources into Indonesia before a visit by the Vice President, or how we ded with the Centrd American
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republicsin termsof PL480. We had alot of contact with the White House, because Henry wasavery active
person. Infact, he had alot of contact himsdf with the World Bank at that time. He would engage World
Bank agriculturdigts, or others, in meetings with U.S. Government officids from AID and dsawhere. He
amog single handedly was a bridge to many different parts of the U.S. Government. In fact, when IDCA
was formed, the red coordinator of the internationa assistance program in the United States was Henry
Owen, because he was sitting there in the White House and the President was giving ingructions. Decisons
being made on budgets and other things, and it was Henry who was dways on top of dl of that suff. And
as | say, he had no hesitation in making phone cals and getting things done. 'Y ou probably got some phone
cdlsfrom him in your day, too.

So there were alot of interagency discussions of that kind. Now, of course, PPC, whileit had thisrolewith
the outsde, aso had a very important role insde AID with the regions, and with the centrd technica
assistance bureau, and elsewhere.

Q: Youwerereviewing all projects at that time?

SHAKOW: PPC people reviewed al projects. They reviewed all budget requests. Because we had the
budget respongbilities, which no longer exist within PPC, that gave usagood ded of respongibility for helping
to ensure that the policies that we were formulating (along with othersin AlD) were also being more or less
represented by the kinds of projectsthat were coming up. Budget discuss onswith the regions were dways
difficult, but in the end our common effort wasto try to find arationa way to present the Administration with
something sensible. | remember, in fact, difficult discussons with the Africaregion, because we dways had
our eyes on larger amounts of money than we ultimately received.

| think | said the lagt time we spoke that we tried to develop arationd dlocation system, based on the Sze
of the country, number of poor people, policy adherence, sound policy, something that here in the World
Bank IDA uses quite effectively. Of course, IDA knows how much money it is going to have. In AID, we
didn’'t know that. We would often find ourselves having to go back to the Region, and tell them that while
we origindly thought they were going to have five hundred million dollars, the actud amount was only going
to be $350 million, or something like that. The problem we often encountered was that the regiond views
were that, if that was the case, they would shave dl the projects rather than stop any of them. Grant funds
could be provided that way, and the assumption was that the next year the additional funding would be
provided as needed.

Through this process, late in my tenure in PPC, we had mortgaged so many resources, it was practicaly
impossible to start anything new inthe Africaregion. Thebudget had been cut back sharply, but the projects
were still going ahead. 'Y ou and your colleagues had very littleroom to maneuver, asl recall. Youand | had
some discussions about that.

Q: That’sright.



SHAKOW: And | think that's not a unique problem to AID, or to the Africaregion. |I’ve forgotten too
much, but I’ ve dways thought that PPC was an extraordinarily interesting place to be and a very important
function, if the Administrator wanted to useiit.

Q: Didthe Administrator useit in your day?
SHAKOW: In my day, certainly the Adminigrator did.
Q: With whom did you work?

SHAKOW: Wél, | worked for Dan Parker and Jack Gilligan and Doug Bennet. | guessthat wasit during
the period | was at PPC. Each of the Administrators used PPC in a way that | think was appropriate
because thiswasthe centrd placefor budget — except for the administrative budget — and the centrd point
for policy. Although, again, this function was shared with others and there was alittle bit of tenson there,

The Adminisgtrator of AID could look to PPC as a relatively unbiased, relatively objective source of
information and guidance. Our views were not aways accepted, of course, but on budget matters and on
certain policy matters, | think we had more than our share of support. | hope, if I'm remembering this
correctly, which | may not be, of course, it was because we were seen as relatively honest brokers
throughout that period. Even though there were times when, of course, people were very upset because
budgets were cut.

Wedso wererespongblefor theinternationd organization account in the State Department, and worked with
each State Department officer who wasresponsblefor one of thesevery smdl UN agenciesfor which there
were U.S. contributions. Thesewere not assessed contributions, but voluntary contributions. Theseagencies
would have abudget assmall asafew hundred thousand dollars or maybe 30, 50 or 60 million dollars. Must
be more than that, | guess, because we aso had UNDP.

So there were about a dozen agencies and there was never enough money. OMB would dways be trying
to cut those back, so then we had to make these terrible choices: 750 thousand for thisand amillion for that.
We had many more problems with these smal amounts than with the AID regions. This put an important
premium on the PPC staff, working both in the budget areaand in the policy area, to beredly up on things.
Otherwise, AID and State were not redlly getting value out of dl this, and I’'m sure in some cases many of
you felt we were not adding much.

Q: Did PPC have any of its own projects?
SHAKOW: There were afew things. In those days this was discouraged, but we had taken over certain

responsibilities, including—tho’ 1 don't remember when thiswas— the eva uation and information functions.
And also some of our people working in the sectors....
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Q: Policy research.

SHAKOW: Policy research. So there were occasions when people thought that maybe we were biased,
because we had to allocate money to oursalves, but wetried to be reasonabl e about that, and not excessive.

Q: But there weren't any especially significant enterprisesin that area?

SHAKOW: | think that most of it was designed to provide support on policy questions. | used the example
the last time of what we did on population. Weredly did want to open up the debatein AID on population.
That meant that while we spent very little, | think, on policy-oriented research, it wasimportant to get out on
the table that it wasn't smply the provison of family planning services, and particularly contraceptives, that
was the whole story, if you wanted to change the behavior of people. So there were some consultantsused
for that purpose. We aso had the chief economist working for us, and there was abit of work of that kind.
I’'m sure there were some very useful things that were done on the economic side, but I'm just not
remembering precisdy a the moment.

Q: Okay. Anything el se about the PPC role, or we can move on to some broader questions.

SHAKOW: No. I think I’'ve made known to successve AID Adminigtrators that by taking away the
budgetary responshilities of PPC, it redly diminished sgnificantly the value of PPC to the Adminigtrator.
While a brilliant head of PPC can, of course, be influentid in AID, it's a very hard role to play, if you're
smply having to aways come up with better ideas than anybody € se does.

Q: But you still have to be able to implement them; you have to put them into effect.

SHAKOW: Yes, and the budgetary clout and what went on in trying to understand how funds were being
used, and what they should be used for, isjust avery important component of that. | think it ought to betied
to policy much more thanit hasbeen of late. | think that redlly has diminished therole of PPC and of PPC's
Assgant Adminigrator.

Observationson U.S. foreign assistance

Q: Well, let’ sturn to your observations about U.S. foreign assistance. First, about the agency itself,
you'’ ve already touched on a lot about it, but what isyour impression of the agency as a devel opment
organization, at the time you were serving in it?

SHAKOW: Thefirg thing, | think, that aways impressed me was the enormous number of very taented
people there. | cameto AID in January, 1968. | was not there during the formation of AID, and even, of
course, during some of the earlier periodsin the 50s. | had studied this, and you know | had done work in
the beginning of the 60swith Indonesia. Therewereavery large number of peoplewho were knowledgegble
about assstance programs, who had worked in developing countries, and who were very good at working
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with their counterparts. There were obvioudy some people who didn't fit that description, but it wasavery
impressive group, | thought.

| guess that over the years that quaity has eroded, as the amount of resources available to AID declined.
More and more time and attention was spent trying to address Congressiona problems, or answer
bureaucratic concerns. | remember Jack Gilligan saying that hethought that the rulesand regulations of AID,
most of which were imposed directly or indirectly by the Congress, were designed as if every member of
AID’ sgaff wasathief or acrook. Y ou needed to be ableto protect yourself against malfeasance. So, there
were endless numbers of rules and regulations and controls put in. While that maybe did stop certain things
that should have been stopped, it dso, in practice, impeded the efficiency and effectivenessof AID programs.

There was emphasis placed upon the field missons. What | saw in the 60sin Indonesia, and in other places,
was just very impressive. | think it has been very sad to seethat decline. | supposeit isinevitable, as some
of the older peopleleft, and some of the problemsjust became soimmense. One of the exciting things about
the gaffing of AID during thetimel wasthere, and I’ m sureits continued, isthet it has benefitted avery large
degree from the Peace Corps. There were large numbers of Peace Corps volunteers coming into AID as
gaff, many of whom had learned how to work well with their counterparts through the Peace Corps
experience. That, | think, isone of the many, many benefits that the Peace Corps has provided the United
States.

Q: Some people feel the agency was too process oriented. Was too caught up in its own ways of
processing, in programming, logical frameworks and all that sort of thing, and therefore was not
really giving adequate attention to the substance, and to working with the country.

SHAKOW: Widl, maybe it has become more o latdly. It was not my impresson that that was the case
during the 1960s and early 70s. Of course, there were procedures, there were processes, people were
aways complaining about the bureauicracy, but it was very important to have methods of evaluating what we
had done. AID wasthefirst to redly put in place some of these vauable evauation systems, to establish
benchmarks, to know actualy what was happening. While I, unlike you, have not kept up with that sort of
thing, | just think that was avery important part of this. If that is seen as process oriented, well, undoubtedly
it could have been done in different ways. But my impression isthat it was AID inoneway or another, and
particularly AID peopleinthefied, who were at the cutting edge of many of theimportant new developments
in how development was to be carried out.

Y oucan go back, | suppose, and look at al thework that was done on hedlth issues, on agriculture, on urban
questions. Technica assstance was provided over severd decades by American university peoplewho spent
ther lifetimes working both in the U.S. and inthefield. The AID programs had avery strong component of
dedicationand often greet impact. | think if you look &t the performance of alot of developing countries over
the years, the AID roleis strong in that. Much less so recently.
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Q: Viewing the U.S foreign assistance program and AlD’s role and so on. Was there something
unique about its contribution to the development business over the years, or not? You only mention
a couple of those, but what else would you think was significant?

SHAKOW: Widll, firgt of al, it wasagloba program. | guessthat characterized it. Probably because the
United States was the big power, and had an interest for foreign policy reasons in having programs nearly
everywhere. And to the extent that that dso meant there was learning taking place across these different
geographic lines, it gave the U.S. AID program an opportunity to be both a better teacher, aswdll as, in a
sense, a better conveyor of ideas from one place to another. No other aid program, | think, had that kind
of reach.

The resident mission approach was dso acritical factor. There actualy were a sufficient number of people
in each country to carry out a program. Some people would say that there were too many AID people
samply there to help the AID gaff, to take care of the housing and al the rest. Maybe that istrue. But the
fact that there were large numbers of Americans working with counterparts was very important at the time
that thiswas going on. Many of these countries did not have very much contact with the outside world.

Ill contrast, and | suppose | did thisthe last time, the Indonesia program in 1960, when it had a very heavy
technical assstance component. There were 300 Americans there. Thewhole cog, | think, was 25 million
dollars. In 1970, when we were very much into program lending, balance of payments support and PL480,
it was 300 million dollars with only 25 Americans. But it was very important early on to have alot of these
Americans there, working in different fields. 'Y ou could say maybethat was excessive, and in some countries
the numbers diminished and gained morefocus, soit wasn't quite so disparate. But that, | think, wascertainly
an advantage of AID in those days.

What'sredlly interesting to me at thispoint isthat when | first cameto the Bank inthe early 1980s, | couldn’t
understand how the Bank could accomplish dl its gods operating from Washington. So | went around and
talked with people here and was told it was very important not to have these large field missons, because
people would go native, they would become agents of the government, they would become a crutch for the
government, and so on. Sothe Bank didn't redlly buy into the notion that had led AID to establish thesevery
ggnificant resdent missons.

Inthelast year and ahdf, the World Bank hasradicaly moved in thedirection of putting peopleinto thefield,
withHeadquarters people and loca people, of which there are now, of course, many morewho are capable
of working in these programs. So in the Bank we see totd reversa, a substantialy changed approach. We
now have something like 22 country Directors in the fild with the responghility for running those country
programs, essentidly red resdent missons of the kind AID used to have in the field, and which now AID
has very few of, | guess. And thisisbecausethe Bank has now concluded that it can be much more effective
in working with governmentsiif it isthere, onthe ground. | camein 1981, soitisnow 15 yearslater that the
Bank findly came around to what AlD was pioneering and doing very effectively many years ago.
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Q: What about some of the sectors or technical areas? Where would you think AID’s role was
particularly significant, or of the U.S. foreign assistance program?

SHAKOW: Wédll, if you go back far enough — and | remember when | first came to AID and began
working on Indonesa— it was AlD that was respongible for helping to build the big fertilizer plants, and
some of these other sgnificant investments, which in places like Korea and Indonesia and elsewhere were
very important. So | wouldn't diminish the importance of that. AID had quite alot of resources, working
with the World Bank and others who could put this kind of program together. Later that became less
important, partly because the World Bank was there with larger amounts of money, and AlD began to focus
more on the socid sectors and some other aress.

| think AID led the way in these sectors, particularly whenwe moved to the period of the“ New Directions’
legidation. AID had begun, in the early 70s, alot of investment in human capita. The World Bank’s 1980
World Development Report stressed the importance of education, hedth, nutrition, family planning and so
on. These were areasin which AID had been centrd, and alot of the learning had come from that. A lot
of the experienced people who cameto the World Bank, in fact, were peoplewho had cut their teeth in India
and el sawhere working on these subjects.

The Bank was able to capitaize on that. | suppose, for a while, it was U.S. experience, expertise and
knowledge that was predominant in virtudly every fidd inwhich AID worked. That’s one reason we had
dl these fidld missons filled with people in technicd assstance and agriculture. The emphasis upon the
revolution in rice production and other things, while it camefrom IRRI, alot of the work was being done by
U.S. agriculturdigs in the fidd, whether they came from the University of Kentucky, or from some other
Americanuniversities. They were part of the USAID program and carrying the messageout. Virtudly every
fiedd you touch, it ssemsto me, AID could probably clam a an early stage to have been the promoters.

They then fed into the World Bank and the Bank picked up and became, with more resources, very dominant
inthat area. But evenin some areasyou gl think of the U.S. asbeing the most effective. Recently, | guess,
that has been much less true. In looking a country srategies, and working with countries to develop
strategies, there has been coherent approach. We probably talked a lot better game than we actualy
implemented. Partly because we wereworking in anumber of arees, partly because wewereless pronethan
others to be smply pushing exports from the United States, unlike some of the other AID donors. It meant
we had abetter chance at agreeing with governments on priorities, and knowing what the left hand was doing
when the right hand was doing something ese. Now, again, this may be an overly rosy view, because I'm
surealot of mistakesweremade. But | think we were sensitive to those kinds of issuesin AID, and we kept
on asking those questions. We dways railed againgt the Congress, of course, because it was a pan in the
neck.

| don't think, as | was saying last time, that we would have had this emphasisin the AID program in the mid

70s, in fact, we may not have had an AID program in the mid 70s, if it had not been for some farsghted
people in the Congress who picked up on what some even more farsghted peoplein AID saw asimportant
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ways for usto make our contribution. | think one of the problems with the AID program today or recently
has been that they haven't been able to redlly focus very much and that has been alot harder for them.

Q: Turning to another dimension. Of courseinyour rolein PPC, there was thisinteraction between
U.S. security, political/interests and devel opment objectives. Do you think that those security interests
and the pressure behind them help or hinder the development process? How would you characterize
the interrelationship of the two?

SHAKOW: | guess, offhand, I'd have to say it hindered the development process. The determinations of
dlocations under the Security Assistance program were not made on the basis of development priorities.
They were made for political reasons. I'm quick to say, as | said alittle earlier, that the U.S. foreign aid
program is an expression of U.S. foreign policy and oneawayshasto keepthat in mind. That’swhy | think
it is important to have both bilateral and multilateral programs. It isin the U.S. interests that there be
multilateral programswhich are designed and devel oped without reference to palitica interests of the United
States. Butitisperfectly fair that the U.S. should be ableto dlocate resourcesto placeswhereit isimportant
that the U.S. Government have an influence. Now the Security Assistance programs are obvioudy the most
overt programs of that kind and justified on that basis.

We spent alot of time trying to influence the allocation of resources to Isragl and Egypt after political
decisons were made about those sums. Weworked very hard to seeif we couldn’t change the nature of that
relationship so that any reduction in these massive programsthat had been decided on political groundscould
be undertaken without seeming to be losing respect for, or indicating a lack of love for, these particular
countries. We sometimesgot alittlemovein that direction, but we never got very far. Those AID programs
today, in Isradl, Egypt, afew other places, are till of doubtful impact for those reasons.

Base rights were always one of those things that made life complicated. Because there were big AID
contributions to basesin the Philippines, for example, wetried to make clear that these were to be programs
soldly for palitica purposes, and we should not even pretend to try to makethem developmental — get them
out of AID’ s budget, put them in the Pentagon’s budget. But, no, efforts were made to mix these two to
pretend to do something developmentd; the palitica priority was clearly there, and we had no choice about
it. The Pentagon didn’t want them intheir budget, asit would enlargetheir budget. They werein the Security
Assistance budget, and that is where they stayed. Probably State Department wanted to keep them, too,
I’ve forgotten the details. Anyway, there were years in which obvioudy there were tradeoffs between
Security Assstance and Developmental Assstance. When you come right down to it, the bottom line on
foreign aid included these pieces, as well as a few others. And so there were struggles with the State
Depatment at that time on trying to see what we were prepared to propose, and then there would be
arguments with OMB on how the ultimate amounts were dlocated.

| suppose Egypt was probably the best case wheretherewasavery big program. Inthecaseof Isradl, there

was no red effort a development a al. | mean, that was just writing acheck. But Egypt was acountry in
great need of development, and without substantid resources. We had a very big misson there, as you
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know. Soeverythingwas*projectized’ or in oneform or another was designed to be adevel opment project.
The only problem was the total amount was known in advance to the Egyptians. It was obvioudy very
difficult for the AID peoplein that country to be very tough about negotiating terms, if everybody knew that
in the end that they’ d have to concede that the full program was going to be delivered no matter what. We
made someinroads. | think | told you that peoplelike CyrusV ance and Warren Christopher and Tony Lake
were interested in making the mogt effective use of some of thisaid. But, frankly, | doubt that we redly
accomplished very much from a developmenta standpoint.

Q: Wasthat also happening in the Developmental Assistance category?

SHAKOW: We were dlowed more latitude. | guessthere was atime, and thisis an areayou know better
than | do, when there was some Security Assistance to Africa, too. You worked very hard to make that
useful and substantive and so on. I ve forgotten exactly how we came out on dl that. Onthe Developmenta
Assstlance sde, the State Department had littleinfluence on how that was used, as| recal. Wewere battling
among ourselves, and wewould haveto go up to the Congressand present detail s about every single project.
The State Department came into it when they wanted to influence overdl dlocations to countries.  And |
mentioned, | think, the time that IDCA wanted to diminate certain countries. It was State that inssted that
their Ambassadors needed some money in these countries, and so we couldn’t cut then out. But, by and
large, the number of cases where there were fundamenta arguments with the State Department on country
dlocations were rdatively few and far between.

Q: And were there specific projects that they wanted done for political reasons?

SHAKOW: Not very many. | don't remember any overt cases of that kind. I’ m surethere must have been
some thingsthat they were pushing, but for the most part, no. | think they did visualize the country alocation
amounts as being particularly important.

Q: Did you travel around to these countries?

SHAKOW: | traveled to some. | can't remember exactly where | went, but | certainly did travel around
and saw somethingsinthefied. Not asmuch as|’m sureyou thought | should have, and asmuch as| would
have liked to, because there were too many things going on in Washington. But PPC staff traveled quite a
lot, and the budget people and others were going out to the field to at least get aflavor of it. So they were
not totaly “bean counting” types.

Q: Looking back over the years, and we're talking now about the U.S. foreign assistance program,
did it make a difference? People are always wor rying about impact and people go back and say, well,
we don’t know where all that money went, we don’t see any impact, it just seemed to all go down that
proverbial rat hole and all that. We can’'t see any evidence that U.S. assistance made a difference.
How would you respond to that?



SHAKOW: | think that’s completely wrong, of course. We're dways frustrated by not seeing as much
progress as we would like, and there is no doubt that certain things that money was invested in have ended
up rotting by the roadside, or not being sustained. Buit if you go back, and you think about what the world
was like in 1960 or 1955 or 1950, for many of these countries, and if you think about what it would have
been like without U.S. leadership on getting some of these programs started, the contribution is grest.

| mean, just take the family planning programs. Probably the U.S. has been the leader in introducing the
importance of information and adequate understanding of the issues and provision of supplies, and dl the
other aspects of family planning, to address population programs. And while certainly the growth population
of the world has till been significant and continuesto be, it is o far below where it was before, or whereiit
would have been without any interventions. 'Y ou don’t haveto get into debate, with Julian Smon and others,
about the importance of this. Certainly the limits that have been placed by families, by couples, on the Sze
of ther families, has been an enormous contribution in just making it possible for the sandard of living, and
the wdfare of surviving children and families, to be much, much better.

Y ou start looking a the statistics and the data on level of nutrition, and child mortdity, and alot of other
things. It seemsto me that was a very important part of the AID effort. Now it isnot AID by itsdf. Itis
AID working in concert, of course, with the governments, with UN agencies. Certainly some of the kinds
of things UNICEF was involved in when Jm Grant was there. A lot of things of that kind. But AID was
thereright a the beginning, whether it was family planning or focus on hedlth or education. | think theworld
has seen enormous strides in those areas. There are certain countries that are till far behind. | meanitis
pathetic the degree to which education — particularly for girls — has not been attended to in places like
Pakistan. But therearealot of casesyou can look at intermsof these socid sectors, theinvestmentsin some
of theseis very subgtantia indeed.

| think we al look with some concern a what has happened in Korearecently. But Koreaisacasewhere
even when | cameto AID, it was a basket case, not quite like Bangladesh, but people were calling it one,
| think, in about 1963. And then you saw what happened there, and | think AID, particularly, was heavily
responsible for the support that it was able to give and substantid amounts not only of technical assstance,
but financid assstance, that helped put them on the track.

Intellectudly therejust is't any question that the American contribution and thinking about devel opment, and
approaches to the issues, were paramount, in the 60s anyway. And, again, some of those people cameto
the World Bank. So some of that moved over into the World Bank and AID, perhapsless so, and the Bank
more S0, whether it was peoplelike Hollis Chenery or Ernie Stern or other people. But they al cut their teeth
with AID, in the 60s particularly. And Indonesia, which isnow in avery depressing sate, certainly alot of
the changes that took place there AID was deeply apart of. And | think if you look around Africa, where
there are successes, though there are not as many as one would want, AID has been a part of that, too.

Q: Of course, we think a lot of the earlier projects were successful when we were active and they
looked like they were doing their thing. But they weren't sustained. What were we missing? What
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were we not doing? What did we missin the process of our assistance program?

SHAKOW: | guesswhat we arguetoday isthat projectsdonein isolation from sensble policiesdon’t work.
| think that you can exaggerate that point too much. 1n some cases AID was, of course, working on policies.
In Latin America, | guess, some of these program loans were designed to improve policies. | don't know
that story too well, but to an extent. Inthe end welearned (and maybe it is strange that we didn't redize all
this a the same time, but it comes from experience) about the importance of the mix of atending to human
capital development, human resource development, family planning issues and so on. At the same time,
you're trying to get the policies in place that permit people to actudly carry these programs through, their
investments through, and sustain them, taking more and more responsibility upon themselves. But it seemed
to bein alot of those areas AID was doing some of those things.

Q: Werewe worried very much about what they now call governance, about the political processes
in the country?

SHAKOW: I’'mtrying to think back to Indonesainthe early 60s, if we go back that far. It wasnot thought
very much that AID donors could impose their will on the politics of countries at that early stage, athough
what was driving things was the Communist menace. So the U.S. was prepared to put alot of money into
Zaire, and dsawhere, when it redly didn’t make senseto do that because it was crucid for political reasons.
So | suppose from that standpoint everybody was allittle bit behind. Even today there are arguments asto
how far you can go for that sort of thing. So | suppose that’ sright, but there are changes that have to take
place fromingde the countries and they couldn’t have been taking place from the outside. | doubt that if AID
had amply held off putting money in, it wasn't going to change the world at that stage. | don’'t know. But
every one of these countries needsto be looked a carefully, and on an individua basis, asyou know better
than | do. Some took the initiative themsalves and othersfailed to.

Q: Any other general observations you'd like to make about AID or the U.S foreign assistance
programin your experience?

SHAKOW: Not at thisstage. | think I’ ve probably talked too much dready. For me, persondly, it was
aterrific experience. AlD trested mevery, very well. | had awonderful time. | had achanceto movefrom
working on a specific country which was very exciting to me, and very interesting, a atimewhen it wasjust
reglly moving up the scale from a disaster; to taking on dl sorts of interesting new approaches;, to being
respongible for thisredly fascinating bureau of policy, and having an overview of the entire sysem. So |
learned an enormous amount from that, and am very grateful to AID for the opportunity to have done that.

World Bank experience - 1981-present

Q: Okay. Well, let’sturn to your work in the World Bank. You said you have been in the Bank for
18 years? When did you start in the Bank?
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SHAKOW: On January 20, 1981, a new Administration came into power in the U.S. Government. With
some anticipation of that, | had begun to look around for other opportunities since, even though |
consdered mysdlf a career staff member, | was, in fact, in a Presdentid appointment gpproved by the
Senae. So, | knew that come January 20, | would have to submit my resgnation. So | had by then lined
up an opportunity to come to the World Bank, and when the new adminigtration camein | stayed on a
AID for awhile to help with the trangition.

When Peter McPherson came to be the Administrator of AID, he asked if | would stay on with the new
Adminigration. He wanted me to stay on as Assstant Adminigtrator for PPC. But, by that time: | had
dready sad | would go to the Bank, and | redlly doubted that he would have been able to get me
cleared, even though he had been head of the personnel work at the White House. | suspected that given
the fact that there was afairly tight screening process, that anybody who had worked in a Democratic
adminidration was not going to get cleared by the new adminigtration. But | did stay on until the middie
of April to help in the trangition, to help prepare Peter for his presentation on the Hill and so on, and that
was quite interesting.

Q: Wasthere anything in particular about the transition process?

SHAKOW: Weél, there was amgor effort to cut back multilateral funding, as| recdl, and | was
involved in trying to prevent some of that from hgppening. It wasahit odd. | was going to the World
Bank, and there was amgjor effort to cut back the IDA programs.

What was very interesting was that when Jack Gilligan came as AID Adminigtrator in 1977, and we
prepared him for Congressiona testimony, one of the mgor areas of interest, and an area on which |
wrote a Sgnificant amount of Congressona testimony, was on how AlD was going to work together with
the private sector, and to promote the private sector. What was interesting was that when Peter
McPherson camein, and was preparing for Congressiond testimony, one of the areas he wanted to
emphasize was how AID was going to work together with the private sector to strengthen the private
sector. So | basicdly took the same stuff | wrote in 1977 for Gilligan, and recycled it in 1981. There
redlly hadn’t been al that much done. It was just very difficult for AID to do too much.

Q: What was your message in those papers for two different administrations?

SHAKOW: I'm surethat level of generdity was not one that spelled out a significant number of
actionable programs, but more expressions of interest in, and support for, collaboration and partnership,
and so on. But, as| think both Gilligan and Peter McPherson found, it'salot easier to talk about than to
do. And, wasit Peter McPherson who brought in Elise DuPont to be in charge of thisarea? While there
had been some skepticism at the time from people who said she redly hadn’t had much experience in this
area, | sad | thought that that was redlly agreet choice. If there was ever going to be atime that AID
could develop a strong relationship with the private sector, it was going to be then. If anybody could do
it a DuPont would probably have the best chance. Anyway, | think it turned out to be till very difficult
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for Peter M cPherson and that crowd.

| stayed until about April 10 or 11 of 1981, and then | came to the World Bank as a Policy Advisor to
work with the head of policy for the World Bank, Mabub ul-Hag. He was a very outspoken leader in
the Bank, particularly concerned about developing countries, and often not on exactly the same path as
McNamara or others, but McNamararelied on him heavily as his source for views from the developing
countries. So that was when | came to the Bank, and it is now July 1998, s0 it has been about 17 years
so far.

Q: Wnat are the different roles you' ve had over that period of time?

SHAKOW: | camefird asapolicy advisor, which meant that | was able to be free of adminigrative
burdens for the firgt time in many, many years. It wasardief to move out of running alarge bureau in
AID, and then finding mysdlf at the Bank with just a secretary, but working in a group of people who
were concerned over policy issuesfor the Bank. One of thefirst things| did was to take respongbility
for writing a paper for the World Bank Board on graduation policy from IBRD, which was an interesting
subject to pick up at that stage. It helped me learn something new and important.

S0, quickly, what I’ ve done at the Bank was, first, as policy advisor in this policy department. Then |
was head of apolicy unit in the country policy department and deding with, again, the Bank’ s policy
statements and getting policies prepared and issued and coordinating that whole effort. Then, | moved to
the International Relations Department and worked with the Director on such issues as the Devel opment
Committee, the OECD, DAC and awhole series of things, many of which pardleled what | had been
doing in PPC.

Then, during major reorganization of the World Bank in 1987, | was made Director of anew department
for Strategic Planning and Review. Thiswas an outgrowth of some concern that the Bank had not paid
enough interest to the debt issue, asit was emerging, and other concerns that were of globa sgnificance.

Q: Thiswas global strategy, not country by country?

SHAKOW: That'sright. So it was a drategic planning group, and | also had responsibility then, and
dill, for things like the Development Committee, which is the group of finance and development ministers
who provide policy advice for both the Bank and the IMF. | wasin the Strategic Planning job for about
three years. Strategic planning is aways atricky area, and you need the CEO to be your client, without
that, as you step on enough toes, some people decide they don’t want to have the function around any
longer. We raised a number of issues from our vantage point, and the Board of Directors got very
interested in some of those things. | think management concluded that maybe we d do better not to have
asgparate group of that kind, so the strategic planning function was diminated.

Q: What were some of the other topics you touched on?
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SHAKOW: Oh, we touched on everything from what kind of a new relationship there should be with
Japan as an emerging source of resources, to scenarios that projected what would happen if the world
changed radicaly, or if there should no longer be any support for IDA.

What were some of the other things we were looking a? How you could move the Bank to a position
where it actualy could make choices among priorities, which has aways been a difficult thing for the
Bank to do. Y ou needed to make choices, snce you couldn’t do everything, despite the fact the Bank
was asked to do everything. Would one avenue be closer partnership with the regiona development
banks in dividing up responsibilities? In those days that was seen as aterrible thing to be proposing, but
now we tak very strongly about partnership. Things have changed over time. Anyway, there were many
issues that we touched on, many of which are coming back now to be mgor issues for the Bank.

Then | was made head of the policy department and after that, in about 1990, was made Head of
Externd Affarsfor the Bank. | held that until 1994, at which point | moved back into doing policy work.
About three years ago, | was made Executive Secretary of the Development Committee, and ayear or
S0 ago was made, in addition, Deputy Secretary of the World Bank Group. | have had positions that
have given me a broad overview of the Bank, not positions that were directly in the operationd line, but
more in the policy areaand in links with the outside world.

| was trying to think of what it was | was going to get Sarted on telling you & the beginning of this
process, when | first came into the Bank. Anyway, Mabub ul-Hag was the head of this policy
department, and this was atime of great change in the Bank because it was the very end of the
McNamara period, and the beginning of the Claussen five year period as head of the Bank. So, whilel
worked on graduation policy, very soon theresfter one of the questions that was on everybody’s mind
was this - had the Bank, as aresult of the coming of Claussen and the ail crisis and so on, given up itsred
focus on poverty?

McNamara had put the Bank on the map as a place that was concerned with reduction of poverty, and
thiswas uppermost in his planning. And o, | was asked to do the work for atask force that was made
up of eight or nine key officias of the Bank, key department directors. 1, dong with Michael Lipton, who
isagreat scholar on poverty issues from England, were the Secretariat for this group. So that dso gave
me a great opportunity to find out more about the past of the Bank, as well asto dig into what was redly
going on. We made areport and made recommendations. We presented findings that suggested thet,
indeed, there had been some diminution of atention to poverty, but that we should not get mesmerized
with the idea that during the McNamara period everybody was working on poverty reduction — as they
were not. We needed to clarify some of these things.

Q: You were obviously at a central point throughout this time in terms of major evolutionsin the
Bank. How do you view change since your beginning, and what are the significant areas of
change that occurred, if any?



SHAKOW: The Bank has certainly changed. It isundergoing further change right now. The Bank, when
| came, was till very much focused on big projects and had not yet begun to do very much that you
would consider red socid sector lending. It hadn't made any freestanding health projects a that time.
There were certain hedth activities thrown in with other programs. Its education programs were dmost
entirely buildings. So, you had a Bank that was |oaded with engineers and some technica people and
some economids. But you didn’'t have very much attention to socia sectorsin terms of the real socid
issues. You didn't have socid scientistsin the place. Y ou didn’t have very much attention to political
economy questions. These were dl things that now are very strong features of the Bank; | won't say
dominant, because economigs are certainly sill acentral forcein the Bank. But there has just been a
strong move, and particularly during the Wolfensohn period, but not limited to thet, of paying attention to
the socid issues, being much more concerned about some of these things that | was saying.

AID was interested in who benefits and wanted to be sure we were actudly getting results somewhere on
the ground. So, too, at the Bank we are doing much less of certain kinds of infrastructure. We don’'t do
rallway projects any longer, port projects. We do tedlecommunications; we do some other things that
certainly would gill bein power. But, if you look a the lending programs, they changed over this period.
The fastest growth has been in the socid sectors, which the Bank virtudly was out of except for the
building projects. So that, | think, is one mgor shift that has occurred over this period. The compostion
of the g&ff is another thing.

There is much more attention now to the private sector than before, dthough the Bank ill has problems
itself in sorting through whet itsrole isin the private sector. Poverty reduction has gone up and down in
terms of arhetoricd god. The words which we were writing for the Presdent afew years ago, said the
overarching goa of the Bank isthe reduction of poverty, or in some words, the dleviation of, or
eiminaion of poverty.

Q: But you talk about it as rhetorical. What has happened?

SHAKOW: It has gone up and down on the rhetoric. In practice, | think alot more has happened asa
result of the Bank’sfocusin on poverty. The Bank is agreat source of research on development. A lot
of studies have been done which will help countries understand what their own situation is, and where the
most effective interventions are. The Board consistently asks the question of how country Strategies,
which are now again a part of the discussion, not only in the Bank staff, but with the Board, have focused
on poverty reduction.

Q: Doesthe Bank understand what is required to reduce poverty?
SHAKOW: Doesthe Bank understand? | think to the extent any of us understand, the Bank has been
learning. Every decade the Bank does a World Development Report that helps us learn even more about

what needsto be done. Thereiswork underway on the World Development Report for the year 2000,
which will focus on just thisquedtion. | think we have learned quite a bit, but we are till learning.
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Obvioudy, some mistakes have been made, and we' re back to some of these questions you were asking
ealier. If we can lose in Indonesia the momentous gains that have been achieved over the last two or
three decades on reduction of poverty, if you can lose those in amatter of months through the chaos that
has occurred recently, then | guesswe haven't learned dl that much.

What else has changed?
Q: What about the other area, getting into program lending, which was not a Bank area earlier?

SHAKOW: Certainly about thetime | arrived was the beginning of structura adjustment lending. And,
yes, | mean that was an area of consgderable controversy. It in some cases reached as much as 25
percent of the lending. It probably is going to be about that much this year, because we are doing o
much of avery different kind of lending now, which israsng red problems. That is, essentidly doing
IMF type lending to places like Russaand Korea. Its money that is balance of payment support in crises
circumstances.

Q: Isthe Bank getting out of itsrole in the process?

SHAKOW: There are questions about that. In fact, | don't think there is any doubt that it is out of its
proper role. Thereisn't much dternative at the moment, because the shareholders, in particular the
richest ones, would much rather call upon the IMF and the World Bank and the Asian Development
Bank to help solve these problems, than to provide the resources themsalves. So, the pressureison, and
that’ sabig problem for the Bank, even aswe speak. But when we started structura adjustment lending
in the early 1980s, there they were program loans. But they aretied to a series of very giff requirements.

Q: What about the evolution of the conditionality issue, which was always very controversial ?

SHAKOW: Thisisrdated to the point you were making earlier about whether projects work in a setting
where the policies are not right. Without getting into the extremes of this, certainly the view on the
structura adjustment programs was that we had to do something about the broader policy framework.
At firdt, these garted to be very broad and dedlt with macroeconomic policies and trade policies and
things like that, and that continued. But we aso then began to move toward recognizing that in certain
sectors you needed much the same sort of thing, and so it became much more focused over the years.
We don't use the words structura adjustment lending very much. We are talking about lending for
reform and other things, partly because structura adjustment lending has taken on a very bad odor
publicly, because it is seen as having certain onerous responsbilities and high cogsin terms of socid
factors.

Q: And anti-poverty reduction.

SHAKOW: Right. Except that, in fact, as Barber Conable, the President during the middle 80s, late
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80s, was prone to say, you don't want to blame the medicine when you should be blaming the maadly.
These countries needed to change their policies. The problem was, could you define away to do that
which would dso, a the same time, protect the poor. So the Bank, after being pushed and shoved a bit
by UNICEF and others, did begin to pay much more attention to the socid implications of some of these
programs and began building in socid safety nets and other kinds of programs that were designed to
complement the palicy initiatives. Yes. That was amgor change in the way the Bank had been doing
business.

Q: Let'stalk alittle bit more about your own role in all these processes and change. How did you
view your own rolein this?

SHAKOW: Thisisabig place. | wasanewcomer. When | first arrived at the Bank | wastold a story
by a gaff member, aformer colleague from AlD, who had been the Indonesia Director, Stokes Tolbert.
He had been a the Bank along time, and had been seconded to AID, and then was back in the Bank.
He was the last Director of the Tourism Office at the Bank. He said he had been told when he arrived by
one of these old colonia curmudgeons, who were so much the heart of the Bank in those early years, that
you redly could not expect to make a sgnificant contribution in the Bank until you’ d been here 10 years.
After you' d been here 10 years, then you could probably understand enough that you could make an
impact. Sol figured inthefirst 10 years, | wasn't going to do very much.

Now the Bank has changed quite alot, of course, because it has alot of very new people, and alot of
these old timers have gone. It'savery different generation. Now, with my 17 going on 18 years, I'm
beginning to be an old timer around here, but that was not the case when | firgt arrived. The Bank isa
fairly ingrown place — or was a very ingrown place — you had people coming into the Bank, often in
mid career or often as young professonds. Either way, they came in and they stayed — the young
professondsin particular. This program began in about 1963, to get bright young people. They came
into the Bank, and they were on atrack that would ultimately lead to their being in charge of most of the
business of the Bank. These were the best and the brightest. These were people chosen from a
worldwide competition, and they were very bright people. The problem with that system, though, was
that these people did not have very much experience working in government or in the private sector.
Particularly, then, they were being brought in at the age of about 23, 24, s0 they were bright people often
out of school, often with Ph.D.s, and not much work experience. So, they didn’t redlly have alot of
experience of working in other parts of government.

Q: Or from developing countries?

SHAKOW: Right. Some of them came from developing countries, of course, athough many of them
came from the same kind of backgrounds that Americans and the British came from. They al went to the
same schools. They were at Oxford or Cambridge or the London School of Economics or Columbia,
Harvard, Chicago or Berkeley. So that helped alot to make this place more manageable, where people
could work together because, even if they came from a hundred different countries, as they were funneled
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through this common educationa system. Buit for the young professionds, their whole life was the Bank
and partly that, | think, fed the sense of arrogance that some people complain about finding in Bank
people, which is not inaccurate.

These were very qudified and competent people. But they aso then felt they had less need to pay very
much attention to what the outsde world was saying. So | came in from thiskind of AID experience, and
being concerned about things like the DAC and other donors, and what the Congress of the United
States thought, and how important that was to support for the AID programs. | just came with amuch
more open view about what was important, and why it was important to move the Bank towards being
much more senditive to these issues.

| tell you, thiswas very much of an uphill battle. The mogt difficult time | had here was as Director of
Externd Affars. That was atime, particularly, when the Bank was coming under heavy criticism from
nongovernmenta groups for itsinvestments in large infrastructure projects like the Normada dam project
in India, which was amgor controversy. Thisled to ‘Fifty Yearsis Enough’, a group of NGOs who were
encouraging, in some cases, the closing down of the Bank, others wanted to change its nature and shift
itsfocus. The Bank was redly not very well equipped to ded with that.

Firg of dl, I'm not redly a public relations person, and we were dealing with very adtute critics on the
outside who used every device available to them. | argued for some time that we ought to get a
professond to ded with these things, partly because the Bank staff in genera was not very interested in
addressing the outsde issues. The President of the Bank was awonderful person, but he was not very
outgoing person, and did not enjoy dealing with these kinds of questions. So, dl indl, efforts at trying to
open the place up moved very dowly, even though the pressure from the outside to do so was
congderable. Finaly towardsthe end of my tenure | brought in some outside consultants and got them to
tell peoplein the Bank what they redlly needed to do. There was a great ded more support once the
outsders sad it, and finaly we hired a very good guy who had alot of public relations experience, and
knew development as well, and was, thus, a perfect choice for thisrole.

But the Bank is now under President Wolfensohn and eagerly looking to the outsde dl thetime. He has
st avery different tone to the place and gradudly that is seeping through to the staff. There are many
new people coming in. The Bank now is much more attentive to what the rest of the world thinks. We
recognize how important thet is, both in terms of learning something and in terms of building support and
confidence. At thetime | wasthe head of Externa Affairs, even though | had been co-char of the Bank
NGO committee for many years, and done alot of thingsin that way, the indtitution as awhole was not
oriented towards looking to the outsde. This meant that we were trying to address our critics without a
lot of friends out there to help us, we were dways saying how much we were doing, and how wonderful
it was, but we didn't have alot of dliesto say it for us. We hadn’t spent time during the McNamara
period, or the Clausen or Conable periods, building aliances. Now, | would say, Jm Wolfensohn is
doing aterrific job of that.

Q: How did you go about changing the system? | mean, you can build these alliances outside, but
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you still have this corethat is still very preoccupied with getting its projects done, and getting
things out and not listening to outside messages and so forth. How do you get at that rigidity?

SHAKOW: Partly it was encouragement. We, and others who were smilarly inclined, were
encouraging a more open gpproach. But | think what began to happen isthat alot of staff encountered
these NGO critics and others, and began to find that they couldn’t avoid dealing with them. The member
governments became very interested in having some help in defending the Bank or taking a more positive
gpproach to these contacts with the outside. | think people began to redlize that most of these critics
redly wereinterested in improving the quality of development and that they were not dl adversarid, even
though they sounded like it. There certainly were some that were doing this not only because they saw
openings, but because it was grest for their organizations. But many of them are very sound, sensble
groups representing various interests, and you could engage them in serious debate and discussion. The
more you taked, the more you showed them what you were up to, the more you explained what you
were trying to do, the more they knew you as human beings, rather than as cold indtitutions, the better the
chances were that there could be collaboration and cooperation. | think that was an important part of it.

There was d o the fact that just likein A.1.D., when the Congress of the United States and other
Parliaments began raising difficult questions, and it meant that IDA money was a stake, and other
resources were likely to be congtrained, its interesting how fast that can get your attention. | think the
passage of time, the encouragement, the pressure from outside, encouragement from the insde, these
were dl dements of it. | don't mean to say that everybody here is comfortable now in working with the
outsiders, but there has been avery big increase in willingness on the part of people to work with others,
and, indeed, the red desire to do so. There has dways been a desire to work with others in the sense that
World Bank staff wanted to get money from bilateral donors, but that was a one-way street. Itsthe
two-way sreet busness, and the opening up, and being open to criticisam and lisening carefully.

Q: What about changes in relationships with the recipient countries, the most important
relationship of all?

SHAKOW: Asthere has been more talk of, and indeed in many cases action on participation,
ownership and so forth, that’s helped. Aswe have begun to put peoplein the field in the last two years, it
has helped congderably. I'm told by people who know about such things, that our relationships with the
governments where we now have these resdent missons are just miles better than before. | think
increasingly people are sengtive to the fact thet there are many skilled people in these governments now,
many beyond where they were before and that our own people have got to be very much on thelr toes.

Q: But asthat relates to what is happening in the developing world, the context for the Bank has
changed. Apart from, of course, more professional people within the countries, are the problems
essentially the same?

SHAKOW: Widll, as we know, the range of developing countriesis vast now and those differences are
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much greater than they used to bein the early 60s. The Bank is now working with redly impoverished
tiny countriesin Africaor in the Pecific Ides, or wherever, on through the Korea and others at that leve.
Therange isenormous. The ability of people to work in these countriesis being tested at dl different
times. | remember when the Bank first went to Russa, that it was very difficult. People who had been
used to working in Mdi, or someplace like that, al of asudden are confronted with a super power, but a
super power in desperate dtraits. So, | think, alot of changes have occurred in the world in which we
work. Asaresult, Bank staff had to learn awhole new way to do business. And | think alot of them
have. A lot of people in the Bank have had to become more sensitive to the increasing strength of people
in these countries. These people don't have to borrow from the Bank. There may be greater pressure
on some than on others, but thisis a very large cooperative. The staff of the Bank work for this
cooperation, and these countries are members.

Q: You had a long association with the Development Committee, both earlier and now in your
current role. What does the Development Committee do, what is its contribution to business?

SHAKOW: It was set up in 1974, at the same time as the Interim Committee. This followed discussons
among the mgor powers of how to ded with achanged globd financid and monetary system, post
Bretton Woods, or the breakdown of the Bretton Woods system. Anyway, the Interim Committee was
set up to look after international monetary affairs, and at that time the G-20 decided, asa pardld, to set
up acommittee to transfer of resources chaired by a developing country finance minister. Thiswould be
ajoint Bank/Fund Development Committee.

It started off with afairly big staff and rather large hopes. B, | think, before too long McNamara, who
had been an origina supporter of this, redlized that it was going to be used as away to congtrain or
restrict him. So, before too long, it was cut back down to virtudly no steff, relying instead on the staffs of
the Bank and the Fund. But the basic reason for it was to serve as an advisory body to the governors of
the Bank and the Fund and, in practice, to the Boards of Executive Directors representing al of the
Governors on issues concerning the transfer of red resources (I’ ve never known what ‘unreal’ resources
are, but that' s the way they wrote it). The Committee' s agenda has been broadened over time so that it
covers not just resource transfer in anarrow sense. We dealt with issues, over the years, of trade policy,
of the environments links to development, debt questions, and all sorts of matters, ones that are financia
and those that are not so financial; those that are more clearly developmenta and those that are dightly
less so.

| first became exposed to it when | started working in 1983, | guess, through the internationd relations
department at the Bank on the World Bank side of this. As| say, its been chaired by developing country
ministers through arotation system.

Q: Areall countries members of this?

SHAKOW: All members of the Bank and the Fund are members through their congtituencies. But there
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are 24 members of the committee itself, and those rotate just as the Board Members in the Bank and the
Fund do.

Q: Doesit duplicate the Board?

SHAKOW: Itsintended to be at a politica level, addressing policy issues of importance to both
indtitutions. Occasiondly there are some concerns that it may be doing things that the Board could do.
On the other hand, to get apolitica level endorsement or support for something, or to get that kind of
debate going on, is consdered to be useful.

Q: Theseareall Ministers of Finance?

SHAKOW: They are either Minigters of Finance or Development and, in one or two cases, of Foreign
Affarsbut basicadly they are Development. There has aways been an Executive Secretary, but that
person has generdly, up until my gppointment, been an outsder who was nominated by a government. In
this case, since you have a developing country as the chairman, the Executive Secretary has away's been
from an indugtridized country. Before | came dong, these jobs were held by people who had been
nominated by their governments. They were then voted on by the committee.

It had seemed to many, including the last incumbent of this job, that in order to make this job effective,
the Executive Secretary had to know the Bank and the Fund very well, and so it was better if you were
part of it. The rules were changed afew years ago and now, a the nomination of the Managing Director
of the IMF and the World Bank, the Executive Secretary is selected by the Committee. That is how |
cameto beinthisjob. But as|’ve been working on it on the Bank side for many, many years before this,
| have along familiarity withit. 1t has had its ups and downs.

It isvery difficult, if you have acommittee that meets twice a year dedling with policy issues, for it to be as
effective as one would want it to be. Also the membership rotates quite alot, so you don't have dl the
same people there each time that you get together. So, you don’t build up camaraderie. On the other
hand, dong with the Interim Committee, these are the two established committees of the internationa
financid and development system that represent the entire gpectrum of countries. That is an important
element and one that, particularly when you have the Bank and the Fund providing the staff support, gives
you avehiclefor looking a important questions. It was in the Developing Committee that the Globa
Environment Facility (GEF) wasfirgt proposed; it's where the Specia Program of Assstance for
sub-Saharan Africa (SPA) was proposed and initiated; it's where the Heavily Indebted Poor Country
(HIPC) initiative was sarted. Pressure from countries there is what moved the Bank and the Fund to
take the subject of debt up in a comprehensive way for the first time. And now you have the champion in
the form of Jm Wolfensohn.

If you go back over the years, you can see anumber of cases where it was a question of having a group
of Ministers meseting, an opportunity for them not only to exchange views but to put some pressure on,
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which has worked to the advantage of the member countries. But it has dways been a somewhat
frustrating experience for people because it is hard to figure out exactly where it fitsin. We ve changed
the procedures now so that the formality is much reduced. When | arrived there was a plenary session
lagting dl morning long in which Ministers came in and read speeches, and that was dl that happened.
Wil we've cut that plenary down to less than an hour. Members hear from the President of the Bank,
Managing Director of the Fund and Chairman of the Committee, and maybe an outside guest, and the
rest of thetimeis spent in restricted sesson.  There the Minigers, with just avery smal number of
associaes, St together talking about difficult issues. Whether its hammering out solutions to the debt
problem, or worrying about how to dedl with the corruption issue, or looking at the follow-up to the Asa
criss— these are occasions where there are redly interesting interchanges, if things go well, if we
prepare for it properly with the Secretary of the Treasury of the United States, the Chancellor of the
Exchequer of the United Kingdom, the Finance Minigter of Brazil, and the Nigerian Finance Minigter,
you've got quite an interesting collection.

Q: Who decides the agenda?

SHAKOW: The agendais recommended by the World Bank President, primarily, but with the members
themsdlves playing an active role through the Boards of both the Fund and the Bank, but particularly the
Bank.

Q: Do you have a particular approach or topic?

SHAKOW: More of what we are trying to do now is to have the Committee build major issues being
addressed in the Bank and the Fund — including this Heavily Indebted Poor Countries’ debt initiative,
some of the follow-up to the Asa criss and the so-called internationd financia architecture, the issue of
income dynamicsin the Bank, and what to do about post conflict countries (an issue coming up this next
meseting). We are trying not to let thisjust be a seminar or talk shop, which iswhat it once was, but to be
focused on policy issuesthat are hot and where there needs to be some Minigterid leve involvement,
elther to get their buy-in, get their support, get their attention to the issues, or to resolve questions, or
advise how they should be resolved. Last fdl in Hong Kong we did that to get an increase in the capita
of the MIGA, Multilateral Investment Guarantee Agency — the equivaent internationaly of OPIC for the
United States.

The Chairman’s lunch sesson isdso private, just for the Ministers and for Wolfensohn and the Fund's
Managing Director and mysdlf. There you get these 28 people gtting around the table and with a chance
to redly let their hair down on topics that are important.

Q: These are all from developing countries and the donors?

SHAKOW: Whereasthe DAC, as you pointed out earlier, isfor the most part just the developed
countries and their aid minigters, the Development Committee is mostly Finance Minigters, and they
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represent the full spectrum of the 181 members of the World Bank and the IMF, but you get it down to a
representative number of 24.

Q: In the DAC, the donors have said that they want to talk among themselves, we don’t want
developing countries in with us, because we can't talk frankly to each other; isthat right?

SHAKOW: That certainly has been the view at the DAC for along time and there is a benefit to that.
But, increasingly thereis a concern, because of the nature of the issues, there are alot of other countries
that are big players, and they need to have channds for communication with these other countries. And,
50, the Development and Interim Committees provide one vehicle. The membership, because it rotates, is
not dways the best as perceived by the G7, as they would like to have the most significant countriesin
every region as part of these committees. We have most of them, but we don't dways have them.

Q: And you have to coordinate these different groups, | guess?

SHAKOW: Itissome of the same people. A lot of them go to the same meetings. Thereisacertain
core that is the same a both the Interim and Development Committee, for example. Most of the G7 are
the same and afew others are the same. But there are others that are different. Anyway, thiswhole
question of where you can have the most useful discussions of these issues, in aforum that is both
efficient, well prepared and likely to be ddiberative in away that can lead to results, is il aquestion
mark for the internationd community. That is something the G7 iswrestling with right now.

Q: To get back to yourself. Do you have any particular views on where you' d like to see things
go? What your own agenda is?

SHAKOW: You mean for the Bank?
Q: Yes, wdl, or with this committee.

SHAKOW: For the Development Committee? | think we have avery active chairman at the moment,
the Deputy Prime Minigter of Maaysia, Anwar [brahim. | think if his Stuation at home stays stable he can
be avery great and good leader of this Committee, because he has ideas of hisown and isavery activist
person. We have to recognize that there are great limits to what this committee can do. It is not formally
adecison making body, athough these are the political leaders of our Boards and so on. If it isgoing to
address problems that go beyond the Bank and the Fund it needs to have the support of the membership.

It can play arole as atheme setter and so on, but it does require a Chairman prepared to take the lead.
It requires a Bank and Fund that are prepared to support it. | think both Wolfensohn and Camdessus,
the Managing Director of the Fund, have been very strong supporters of the Committee.

S0, yes, | think that if we want to stay on the cutting edge of the issues, we want a place where there can
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be afull exploration of these issues, even if some of the decisons are taken in other places. | have only
about another year of working on this Committee, ayear and a haf, but I’ m pleased we ve made as
much progress aswe have. Therewill dways be frugtrations, becauseit’s not aterribly wieldy
committee, but it's better than most others,

Q: Anything else about your experience in the Bank? We haven't taken it job by job.

SHAKOW: | don't think you'd want to do that anyway. Again, | told you | found, when | worked with
AID, that there were alot of very good people there. There is no doubt the Bank, particularly when |
came here, was arepostory of an enormous amount of strength and wedth in terms of talent. I've
aways thought the Presidents of the Bank were not able to get as much out of it asthey should, or at least
the sum was not aways greater than the parts, and | don’'t know what all the reasons are for it. But there
isagold mine here, and | think it needs to be mobilized and released allittle bit more. | think Jm
Wolfensohn istrying to do thet; trying to build support on the outside that makesit easer to do that.
There are alot of problems on the ingde that till need to be sorted out, about how people work together
and how they can get on with the job and how to cut out some of the bureaucracy. But it'sabig place;
10,000 people work here.

But | think the steps that are being taken now to get more people out to the field, to try to smplify
procedures, to open up collaboration with others, those are al good things and | hope they work. | have
found that it isavery simulating placeto be. | was very lucky to be able to move from AID, where |
wasin, | thought, agreet place for being stimulated intellectudly and professondly and having fun. 1 was
able to move to the Bank at atime when | could dso get into Stuations with alot of very interesting
people from al over the world, and from whom | have learned an enormous amount. So I've had alot of
fun here, too, mogt of thetime. 1t was tough during that period | wasin charge of Externd Affairs. So,
when | retirein ayear and ahdf or so, | will leave having fdt that thiswas a great opportunity — the
diversty of jobsthat | have had, the fun of trying to work in a place that had this capacity and needed to
open up alittle bit. Maybe I’ ve played asmal part in doing that.

Q: Wll, that’s a good place to end for the moment. This has been an excellent interview. Thank
you very much.

SHAKOW: You were very kind to have listened to dl of this.
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ABSTRACT

Thisisan higtoricad sudy which attempts to describe and andyze the effects of foreign assstance on
Indonesid s domestic Situation and foreign policy.

During Indonesia’ s struggle for independence after 1945, assi stance obtained from private sourcesin the
United States hagtened trandfer of sovereignty. However, in the first years of full independence hopes for
American government assistance proved to be exaggerated for political, economic and procedural
reasons. American aid did little to overcome domestic difficulties and instead caused a cabinet crissin
1952. The party struggle in Indonesia and the desire for a more independent foreign policy turned
attention during the next three years to other sources of assstance.

After atrangtiona Western-oriented cabinet, the Soviet Union’s $100 million 1956 credit offer presented
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Indonesid sfirst dected Government with an important aternative source of economic assstance.

There followed a period of domestic chaos and regiona rebdlion, to which the Great Powersreacted in
different ways. Foreign credits became an important political weapon whaose significance increased as the
pursuit of political power and prestige, to the neglect of economic factors, made the technician’s task
more difficult.
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Preface

This study was begun in early 1950 during the author’ sfirst year as a graduate student at the London
School of Economics, but the opportunity to carry our research in Indonesia has made completion of the
work possible, for in Indonesia done may the essentid materia be found. The author was extremely
fortunate in receiving a grant from Siswas L okantara Foundation (Jajasau Siswas L okantara) of Djakarta
which facilitated a stay of sixteen months (September 1960-January 1962) in Indonesia. He is deeply
indebted to the Foundation’s directors and staff for their continuous assistance and encouragement
throughout his stay, aswell as for the great independence they alowed to the researcher. The Foundation
isin no way, of course, responsible for the materid and opinions expressed in this report, which remain
those of the author aone.

Without the assstance of numerous Government officids and private citizens the research in Indonesia
would have been fruitless; the author was received with grest warmth and kindness in dl Government
departments and other offices in which he sought information. Despite the additiond disturbance of a
foreign research student, these persons gave generoudy and undtintingly of their time and were generdly
eager to asss in any possible manner. The author was privileged to spend many months carrying out
research in Government offices examining data concerned with foreign assistance, while hundreds of
hours were spent in vauable conversations with officids and persons at dl levels of the government
hierarchy and the general community. To al these persons the author extends here that which he has
attempted to express persondly before — his greatest gppreciation for their willingnessto shoulder this
additiona burden and warm thanks for their trust and desire to discuss important issues with great
candor. It is hoped that these persons will find in this work some repayment of the great debt owed to
them. Although without their help this study would have been impossible, the entire contents remain, of
course, the sole responsibility of the author.

The list of persons both in and outside Indonesia to whom the author isindebted is long, and to thank
them al adequately here would be impossible, but specia mention must be made of afew. The dtaffs of
the Indonesan Embassies in London and Washington and the UN delegation in New Y ork, were
generousin their assstance and friendship, as was the Amsterdam office of Autara, the Indonesian press
agency. Library daffsin various parts of the world, especidly Djakarta and London, have been
invaluable. ICA/AID personne in Djakarta and Washington were also of great assistance to the author,
as was the g&ff of the Royd Indtitute of Internationd Affairsin London. Members of the faculties of the
London School of Economics, the School of Oriental and African Studies, the University of Indonesia,
among others, were frequent sources of information and support. The author is obliged to severd fellow
students of Indonesian affairs for their advice and opinions on awide range of subjects during the period
of thisresearch, aswell asto his many friends in Indonesia who made the entire experience avasly
rewarding one. The greatest debt of gratitude is due to the author’ s supervisor, Professor Martin Wight,
for congstent encouragement, helpful criticism and lasting friendship throughout the past four years.

Asthe author was granted access to materid not normaly available to the public, on certain occasons it
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has been necessary to omit reference to sources for opinions quoted or documents cited, athough
wherever possible that has been done. As many of the questions involved are till of current importance,
however, a certain amount of discretion has been required in respect for the candor of the informants and
the trust of the government departments concerned.

Materid in both the English and Indonesian languages from a wide range of sources has been used. For
the mogt part the trandations from the Indonesian into English are the author’s own. Nearly dl the
persond interviews and daily conversations with government officias and others were conducted in
Indonesian, the author sincerdly hopes that his trandations have not done too grest damage to the origina
expressons.

The author has tried not to use the jargon peculiar to foreign assistance programs or other even less
recognizable nomenclature; when such terms do gppear footnotes provide a brief eucidation. “Foreign
ad’ isused in the broadest sense, to include grant assistance, loans and credits from one nation to
another, and other specid items such as the sale of surplus agriculturd commodities for loca currency.
Grants are conddered as gifts for which no gtrict repayment is required. Little distinction is drawn here
between credits and loans; they are used synonymoudy to describe aid which involved an obligation to
repay the principd. It is hoped that the discussion in each section will be sufficiently clear for arigid
definition of these terms not to be required.

The organization of the study presupposes some awareness of Indonesia and geographica
characterizations. Many such introductory chapters are dready in print, and it would be superfluous to
include another here (See, for example, chaptersin Kahin (ed.) Governments and Palitics of Southeast
Ada (Indonesia chapter by H. Feith), Kahin (ed.) - Maor Governments of Asa, Kahin - Naiondism
and Revolution in Indonesia, or Paanw, Financing Economic Development: The Indonesian Case.
(Introduction by B. Higgins).). Asthe table of contents shows, this sudy concentrates upon Indonesia
experiences with assstance from the United States, the Soviet Union and Eastern Europe. Some
reference is made to assistance from other countries and internationa as well as private bodies, and will
be found in appendices.

Itisadifficult in the study of current materia that changes continue to take place at aragpid pace following
the close of the 1950-61 period under consideration. The attempt has been made, however, to include
datafor 1962 that is available and relevant. Earlier materia was accurate to the best of the author’s
knowledge at the time he |eft Indonesiain January 1962. By mid-1962 there seemed to be no changes of
a substantive nature to cause revison of the mgor pointsin this work.

Although in 1961 a new American assstance agency, the Agency for Internationa Development (AID)
replaced the International Cooperation Adminigtration, the text has for convenience continued to refer to
the latter. Indonesian Government Departments were recently known as Minigtries and are generdly
referred to as such. Occasionally academic titles are mentioned;_Ir. indicates an engineering degree, Mr. a
law degree, Drs. a degree in the humanities (generdly doctord leve minus the dissertation), and Dr. aful
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doctorate, usudly in medicine.
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